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Member  Ex-Officio 

Honorable  George  Ryan,  Governor 


By  establishing  University  policies,  the  Trus 
strongly  influence  all  that  occurs  on  our  campu 
and,  ultimately,  the  University's  contributions  to 
society.  It  is  a  daunting  task,  and  our  trustees  wot  - 
hard  to  succeed  at  it. 

James  J.  Stukel,  Preside 
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One  University — Three  Campuses 

serving  the  people  of  Illinois 


The  University  of  Illinois  at  Springfield,  a  public  liberal 
arts  university  with  a  public  affairs  mission,  enrolls  more  than 
4,300  students.  Located  in  the  state  capital,  UIS  is  a  four-year 
institution  that  allows  its  students  first-hand  access  to  state 
government  and  public  service  through  special  courses, 
research  projects,  and  internship  opportunities.  In  addition  to 
undergraduate  studies,  UIS  offers  18  master's  programs  and  a 
doctorate  in  public  administration.  Four  programs  of  study 
and  many  courses  are  also  offered  online. 
http://www.uis.edu 


The  University  of  Illinois  at  Chicago  is  a  major  research  univer- 
sity located  in  the  heart  of  one  of  the  world's  great  cities.  The  largest 
university  in  Chicago,  UIC  has  25,000  students,  15  colleges,  and  the 
state's  major  public  medical  center.  UIC  is  committed  to  providing  a 
first-rate  education  for  its  students,  to  serving  its  diverse  community, 
and  to  creating  and  disseminating  new  knowledge  as  a  university  of 
growing  national  and  international  stature. 
http://www.uic.edu 
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President's 

Letter 


1  am  pleased  to  present  the  University  of 

Illinois  Financial  Report  for  fiscal  year  2002 

on  behalf  of  the  Board  of  Trustees,  faculty, 

students  and  staff.  Within  this  report  you  will 

find  information  about  the  University's 

financial  position  and  performance  for  the  fiscal  year  ended  June  30,  2002.  You  will  also 

see  examples  of  some  of  the  exciting  research  that  is  under  way  at  our  three  campuses. 

Although  progress  often  occurs  so  gradually  it  makes  imperceptible  changes  in  the  world, 
the  impact  on  daily  life  can  be  sudden.  And,  often,  astonishing.  The  benefits  from  medical 
discoveries,  for  example,  are  life  extension  and  conquering  disease.  Many  other  remark- 
able inventions  make  travel  easier,  communications  faster  and  life  more  satisfying. 

The  University  of  Illinois  leads  in  many  of  these  advancements,  and  the  men  and  women 
at  the  University  of  Illinois  are  among  the  most  creative  and  innovative  in  their  fields. 
Their  record  of  success  causes  federal  agencies  such  as  the  National  Science  Foundation, 
the  National  Institutes  of  Health  and  the  departments  of  energy  and  defense  and 
agriculture  to  invest  hundreds  of  millions  of  dollars  in  research  efforts.  The  University, 
with  a  combined  $560  million  in  annual  research  expenses*,  continues  to  be  ranked 
among  the  top  research  universities. 

In  addition,  scores  of  private  industries  turn  to  University  experts  to  design  new 
technologies  and  solve  problems. 

And  the  University's  expertise  is  not  limited  to  technology  and  science  and  medicine, 
but  includes  leading  advancements  in  education,  the  arts  and  social  sciences. 

The  creative  minds  at  the  University  of  Illinois  are  always  seeking  new  ways  to  make  life 
better,  safer  and  healthier.  The  benefits — or  dividends — are  enormous  for  the  citizens  of 
this  state,  as  well  as  the  country  and  world.  The  examples  on  the  following  pages  offer  a 
glimpse  of  some  of  the  remarkable  work  and  a  few  of  our  gifted  faculty. 

These  are  some  of  the  reasons  the  University  is  one  of  the  best  in  the  country. 

Sincerely, 


^fu^^yitdUjZ 


James  J.  Stukel 
President 
September  23,  2002 


*Source:  National  Science  Foundation  Division  of  Science  Resource  Statistics,  Survey  of  Research 
and  Development  Expenditures  of  Universities  and  Colleges,  Fiscal  Year  2000 


DIVIDENDS 


e  remarkable  work  featured  in  Dividends  of  Innovatio 
illustrates  the  innovative  thinking  that  goes  into  the  research 
and  study  this  University  is  so  proud  to  claim.  Some  of  our 
faculty  members  are  stretching  the  imagination  of  what  is 
possible  with  science  and  technology,  while  other  scholars  and 
artists  have  assumed  starring  roles  in  the  arts  and  literature. 
These  pages  also  include  a  few  examples  of  the  ways  our 


faculty  and  students  reach  out  to  respond  to  challenges  an- 
opportunities  in  nations  around  the  world. 

The  talent  and  intellectual  power  of  the  exceptional  men  and 
women  at  the  University  of  Illinois  help  solve  the  unsolvable 
and  create  the  unattainable.  The  sparks  of  discovery  are 
always  ignited  at  this  University,  creating  a  brighter  and 
healthier  future  for  you,  the  citizens  of  Illinois. 


The  jaw  bone's  connected  to  the... 


Leslie  Heffez,  professor  and  head  of  oral  and  maxillofacial  surgery  in  the 
UIC  College  of  Dentistry,  and  colleagues  are  using  a  technique  to  regenerate 
bone  tissue  in  jaws  damaged  by  cancer  or  accidents  or  congenital  deformi- 
ties.  Instead  of  using  grafted  bone  from  the  femur,  pelvis  or  skull  to  make 
repairs,  Heffez  uses  a  technique  called  distraction  osteogenesis,  which 
encourages  bone  to  regenerate  over  time.  Large  missing  parts  of  the  jaw 
have  been  grown  with  this  approach,  which  requires  onlv  outpatient  surgery. 
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Plastics,  heal  thyself. 


The  biggest  news  from  the 
Lrbana-Champaign  campus  this 
year  was  the  discovery  of  a  new 
plastic  that  heals  itself  when 
cracked  or  broken.  The 
discovery  attracted  intense 
media  attention  from  newspa- 
pers, radio  and  TV  outlets 
around  the  world  because  it  has 
potential  for  so  manv  exciting 


applications,  ranging  from  quick 
fixes  for  damaged  airplane 
wings  to  nicks  in  tennis  rackets. 

Lrbana-Champaign  researchers 
Scott  White,  Nancy  Sottos, 
Jeffrey  Moore  and  Philippe 
Geubelle  developed  the  self- 
healing  plastic,  which  was 
inspired  by  biological  systems  in 


which  damage  triggers  an 
autonomic  healing  response. 
When  the  new  material  cracks, 
microcapsules  rupture  and 
release  a  healing  agent  into  the 
damaged  area.  The  self-healed 
composite  regains  about  75 
percent  of  its  original  strength, 
according  to  most  recent  tests. 
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Protecting  patients 
from  diabetes. 

An  innovative  procedure 
developed  at  the  University 
of  Illinois  Medical  Center  at 
Chicago  reduces  the  risk  of 
patients  developing  diabetes 
following  pancreatic  surgery. 
Called  auto-islet  transplanta- 
tion, it  recovers  and  returns 
the  patient's  own  pancreatic 
islet  cells  after  surgery. 
Transplant  surgeon  Cristiana 
Rastellini,  director  of  the  cell 
transplant  lab,  is  a  leading 
expert  in  pancreatic  islet  cell 
transplantation,  and  UIC  has 
one  of  the  most  advanced 
laboratories  dedicated  to  islet 
cell  research. 


UIC  5,  Harvard  4. 

UIC  led  all  institutions  in  the 
number  of  faculty  with  literary 
works  included  in  the  2001 
edition  of  the  prestigious 
Norton  Anthology  of  Theory 
and  Criticism.  Lennard  Davis, 
professor  and  head  of  the 
English  department,  is 
included,  as  well  as  LAS  Dean 
Stanley  Fish,  and  professors 
Gerald  Graff,  Walter  Benn 
Michaels  and  Jane  Tompkins. 
The  Norton  Anthology,  which 
took  five  vears  to  compile  and 
edit,  contains  literary  theory 
and  criticism  applied  to  such 
subjects  as  American  literature, 
poetry,  and  African-American 
literature. 


Fast  track  to  finding  best  cures. 

Urbana-Champaign  biochemist  David  Kranz  invented  a  method 
to  genetically  engineer  improvements  in  antibodies  and  other 
proteins  that  could  be  used  in  drugs  that  fight  cancer,  rheumatoic 
arthritis  and  other  inflammatory  diseases.  The  method  shortens 
the  time  it  takes  to  discover  drugs  by  allowing  researchers  to 
create  a  library  of  a  million  different  mutated  antibodies  in  just 
days.  Scientists  can  then  select  the  most  promising  ones.  Abbott 
Laboratories  acquired  rights  to  the  technology  in  late  2001, 
an  example  of  lab-to-marketplace  technology  —  one  of 
the  University's  economic  development  goals. 


As  the  world  turns  in  20 

Cy    '7^- — 
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the  elevated  levels  of  carbon  dioxide 
and  ozone  predicted  for  the  summer 
of  2050.  Plant  biologist  Stephen  P. 
Long  and  18  other  faculty  members 
are  releasing  C02  and  03  through 
large  ring^into  planted  fields  to 
mimic  the  future  atmosphere.   . 
Findings  will  help  scientists  deter- 
mine how  to  assure  the  yields  and 
quality  of  crops  as  the  atmosphere 
of  the  world  changes.  Approaches 
include  identifying  germplasm  that 
is  better  adapted  to  the  changing 
atmosphere  than  are  current 
crop  varieties, 


Warn  pilots:  Ice  on  wings! 

A  system  being  developed  by  aeronautical  engineer 
Michael  Bragg  and  colleagues  at  Urbana-Champaign  will 
detect  the  effect  of  ice  formation  on  an  aircraft,  adapt  the 
aircraft  control  system  and  alert  the  pilot.  Ice  buildup  on 
wings  diminishes  a  pilot's  ability  to  control  a  plane,  and 
this  intelligent  system  helps  the  plane  and  pilot  adapt  to 
the  icing  to  improve  aircraft  safety.  NASA  supports  the 
-m.irt-icing  system  research  in  its  efforts  to  improve  safety 
ercial  aviation. 


Contraceptives  for  Fido  and  Fluffy  and  Bambi  and  Fred. 

The  female  hormone  estrogen  may  become  the  target  for  a  new  male 
contraceptive  that  could  help  control  populations  of  dogs  and  cats,  wildlife 
such  as  deer  and  even  human  males.  Rex  Hess  of  the  U  of  I  College  of 
Veterinary  Medicine  and  colleagues  are  developing  a  contraceptive  that  uses 
an  anti-estrogen  chemical  to  reduce  male  sperm  numbers.  Researchers  are 
focusing  on  the  reproductive  system  of  dogs,  which  is  similar  to  that  of 
humans,  but  see  potential  for  male  birth  control  pills  for  all  kinds  of  species. 


How  to  fix  a  broken  heart. 

A  promising  remedy  for  those  who 
suffer  heart  attacks  is  being  studied 
at  the  University  of  Illinois  Medical 
Center  at  Chicago.  Researchers  are 
growing  lifelike  cardiac  tissue  that 
they  believe  can  be  used  one  day 
to  replace  cells  damaged  by  a  heart 
attack.  Brenda  Russell,  professor 
of  physiology  and  biophysics,  said 
these  kinds  of  cellular  repairs 
would  last  forever,  unlike  the  fixes 
available  with  mechanical  hearts. 
Heart  disease  is  the  No.  1  cause 
of  death  in  the  U.S. 


Earthquake  experts 
'round  the  world. 

After  a  magnitude  6.9 
earthquake  struck  India  in 
January  2001,  a  team  of 
scientists  from  the  Mid- 
America  Earthquake  Center 
in  Urbana-Champaign  flew 
there  to  assess  the  damage. 
Their  findings  from  the 
devastating  earthquake  wi 
be  used  in  the  Center's 
research  and  educational 
programs  directed  at  devel- 
oping strategies  and 
techniques  to  reduce  the 
potential  loss  from  severe 
seismic  events.  The  most 
severe  earthquake  in  the 
contiguous  U.S.  occurred  in 
1811  in  Missouri,  and 
scientists  predict  another 
violent  quake  in  the  Midwest 
is  possible. 


A  better  cure  for  hepatitis  C. 


A  liver  specialist  at  UIC  is  conducting  research  on  why  African-Americans 
don't  respond  well  to  the  current  treatments  for  hepatitis  C.  Thelma  Wiley, 
medical  director  of  liver  transplantation,  said  40  percent  of  the  general 
population  responds  to  current  treatment,  but  among  African-Americans  the 
figure  is  significantly  lower.  Hepatitis  C  affects  nearly  4  million  people  in 
the  U.S.  and  is  the  leading  reason  for  liver  transplantation.  Wiley's  research 
focuses  on  the  immune  systems  of  African- Americans  compared  with  other 
racial  groups,  genetic  mutations  within  the  virus,  and  the  amount  of  virus 
present  in  patients  with  hepatitis  C. 


Help  for  stroke  victims. 

Adrienne  Perlman,  professor  of  speech  and  hearing  science  at 
Urbana-Champaign,  is  helping  patients  living  in  rural  areas  recover 
from  a  swallowing  difficulty  called  dysphagia.  Common  causes 
include  stroke,  Parkinson's  disease,  head  injury  and  head  or  neck 
cancer,  and  it  can  occur  at  any  age.  Most  stroke  patients  are  able  to 
recover  because  they  receive  therapy  following  a  videofluoroscopic 
evaluation  by  speech  pathologists,  but  those  in  remote  areas  often 
have  to  travel  long  distances.  Perlman,  with  help  from  the  National 
Center  for  Supercomputing  Applications,  devised  a  way  for 
radiologists  to  transmit  moving  picture  X-ray  images  of  the  patient 
in  real  time  to  speech  pathologists  over  the  Internet.  The  system  is 
being  tested  at  an  Urbana-Champaign  hospital.  It  could  benefit  not 
only  those  in  remote  areas,  but  those  in  foreign  countries  as  well. 


UIC  Professor  William  1 
has  invented  a  device  for  city 
rooftops  that  converts  wind  into 
energy.  Becker's  invention  is  a 
low-profile  aero-turbine  made  of 
a  flexible  plastic  that  can  be 
easily^ttached  to  roofs.  Solar 
panels  lrr^^Jjji^r^contribute 
totht 


Since  the  end  of  the  Soviet  era,  Russian 
librarians  have  been  trying  to  transform 
their  libraries  into  community-oriented 
information  centers,  rather  than  just 
depositories  of  books.  The  Urbana- 
Champaign-based  Mortenson  Center  for 
nternational  Library  Programs  is 
providing  Russian  librarians  with  skills 
to  make  their  libraries  vital  centers  in 
their  small  towns.  Director  Marianna 
Tax  Choldin  says  the  international 
library  program  reaches  out  to  help 
scores  of  public  and  academic  libraries 
around  the  globe  improve  their  services 
and  programs. 


Help  for  the  convicted. 

Some  students  in  the  legal  studies  pro- 
gram at  UIS  participate  in  a  Downstate 
Innocence  Project,  doing  research  and 
investigations  for  individuals  who  have 
been  tried,  convicted  and  imprisoned  for 
crimes  they  claim  they  did  not  commit. 
The  National  Innocence  Project  recently 
recognized  UIS  for  having  the  only 
established  undergraduate  innocence 
project  in  the  country.  The  UIS  students 
investigate  cases  referred  by  local 
attorneys,  the  Northwestern  (University) 
Center  for  Wrongful  Convictions  or  the 
state's  Office  of  the  Appellate  Defender. 


Smile  pretty;  drink  black  tea. 

Black  tea  can  help  fight  cavities  and  pre- 
vent gum  disease,  according  to  research 
by  Christine  Wu,  professor  of  periodon- 
tics at  UIC.  Wu  found  that  certain 
components  in  black  tea  suppress  the 
growth  and  formation  of  dental  plaque 
that  causes  cavities.  The  beverage 
already  is  the  most  popular  in  the 
world,  next  to  water,  and  Wu's  findings 
suggest  that  drinking  tea  between  meals 
and  brushing  could  result  in  fewer 
cavities  and  healthier  gums. 


Speedier  e-mail. 

Urbana-Champaign  Professor  Shun- 
Lien  Chuang  is  doing  research  that  will 
allow  the  future  speed  of  e-mail  to  be 
more  than  1,000  times  faster  than  the 
current  technology.  Chuang's  research 
with  fiber  optic  sensors  also  has 
applications  for  railroad  travel,  and  one 
day  could  be  used  to  ensure  rail  tracks 
are  safe  for  travel.  Chuang  studies 
high-speed  semiconductor  lasers  and 
optical  modulators  used  in  high-data 
rate  optical  networks  for  the  Internet. 


Eyes  on  the  artist. 


Internationally  recognized  artist  Inigo  Manglano- 
Ovalle,  associate  professor  of  art  and  design  at  UIC, 
was  commissioned  to  design  the  Mies  in  America 
exhibition.  The  monumental  retrospective  on 
modern  architect  Ludwig  Mies  van  der  Rohe  is  at  the 
Museum  of  Contemporary  Art,  Chicago,  and  will 
travel  to  other  galleries  internationally.  Last  year, 
Manglano-Ovalle  received  the  coveted  MacArthur 
Fellowship,  becoming  the  second  "genius  grant" 
fellow  at  UIC.  Kerry  James  Marshall,  professor  of  art 
and  design,  won  the  award  in  1997. 


rain  reprograms  after  stroke. 

Keith  Thulborn,  director  of  the  UIC  Center  for  Magnetic 
Resonance  Research  and  a  leading  expert  in  magnetic  resource 
maging,  has  discovered  some  unique  activities  in  the  brain 
following  a  stroke.  Using  high-powered  MRI  equipment, 
Thulborn  found  that  the  brains  of  patients  who  had  suffered 
strokes  recovered  lost  functions  by  redistributing  these 
processes  into  the  undamaged  portions  of  the  brain.  Thulborn's 
findings  could  lead  to  refined  and  improved  rehabilitation 
methods  for  stroke  patients. 


Looking  into  London 


Scores  of  University  programs  reach  around  the 
world  in  unique  efforts  not  only  to  teach  our 
own  students,  but  share  knowledge  and 
expertise  with  others.  One  such  program  sends 
20  select  UIC  graduate  and  undergraduate 
students  to  London  to  spend  a  summer 
researching,  comparing  and  contrasting  that 
city's  urban  issues  with  those  of  Chicago.  The 
students  attend  lectures,  meet  members  of 
Parliament  and  tour  London  neighborhoods. 
Preceding  the  trip  overseas,  the  students  are 
steeped  in  Chicago's  urban  issues  by  local 
experts  and  upon  return  many  serve  paid 
internships  with  the  city. 


Conducting  a  virtual  orchestra. 

Music  conductors  hold  a  baton  in  one 
hand,  gesture  with  the  other  hand  an  ' ' 
make  facial  cues  to  direct  orchestra 


practicing  in  front  of  a  mirr 
teacher  -  both  impractical/^ 
Champaign  music  professor  Guv  ( •■■ 
and  a  team  of  multidiscirjjinary  reseaVcl 
are  creating  a  high-tech  device  to  help\    \\  ' 
student  conductors  practice  conducting 7 
techniques  with  a  virtual  musical  enserrf 
in  a  three-dimensional,  computer-genera 
environmerft'Ti'ackingisnd  recording  th 
student1-'  mWemenHJ^B  allow  IheW'  /W^ 
budding  c — 
feedb 
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A  State  University 
With  A  Global  Reach 


Total  University  enrollment  for  the  fall 
semester  2001  was  approximately 
66,000.  Illinois  residents  account  for 
81%  of  the  total  enrollment.  The 
remaining  19%  of  the  University's 
enrollment  is  divided  between 
students  from  other  states  and  U.S. 
territories,  9%,  and  international 
students,  10%. 

The  primary  focus  of  the 
University's  educational  program  is  to 
provide  the  highest  quality  educa- 
tional experience  to  Illinois  residents. 
Illinois  taxpayers  provide  a  direct 
subsidy  to  the  University  that  repre- 
sents about  one-third  of  the 
University's  operating  budget.  The 
enrollment  of  students  from  other 
states,  U.S.  territories  and  foreign 
countries  help  broaden  the  educational 
and  life  experience  of  all  our  students. 


Illinois  Students 
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200  to  500 


100  to  200 
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Staff  and  Student  Data 

as  of  October  2001 


Staff  Full-Time  Equivalent 


Other 
Urbana-      University-wide      University  Total 

Chicago       Springfield       Champaign         Programs       Administration     University 


Faculty 

2,470 

196 

2,950 

9 

0 

5,625 

Academic  Professional 

2,817 

152 

2,765 

90 

641 

6,465 

Support  Staff 

5,342 

275 

4,916 

37 

663 

11,233 

Graduate  Assistant 

2,104 

122 

2,488 

8 

8 

4,730 

TOTAL 


12,733 


745 


13,119 


144 


1,312 


28,053 


Note:  Chicago  campus  includes  University  of  Illinois  Hospital;  Urbana-Champaign  campus  includes  Cooperative  Extension  Service. 
University-wide  programs  include  Institute  of  Government  and  Public  Affairs,  President's  Leadership  Program,  University  Outreach 
and  Public  Service,  and  University  Press. 


Degrees  Conferred  FY  2001 


Chicago  Springfield  .  Urbana-Champaign  Total  University 


Bachelor 

3,174 

597 

6,250 

10,021 

Master* 

1,692 

350 

2,184 

4,226 

Doctorate 

195 

0 

667 

862 

Professional 

491 

0 

266 

757 

Aviation  Certificates 

0 

0 

10 

10 

TOTAL         5,552 

'  Includes  Certificates  of  Advanced  Study 


947 


9,377 


15,876 


Student  Full-Time  Equivalent  Enrollment1 


Chicago' 


Undergraduate  14,499 

Graduate  and  Professional        10,030 


Fall  2001  On-Campus  Enrollment 


Springfield  Urbana-Champaign         Total  University 


1,296 
833 


28,244 
11,142 


44,039 
22,005 


TOTAL 


24,529 


2,129 


39,386 


66,044 


'Includes  982  residents  completing  internships  in  Medicine.  Dentistry,  and  Pharmacj 


Management's  Discussion  and  Analysis 

from  the  Vice  President 

for  Administration  Comptroller 


INTRODUCTION  AND  BACKGROUND 

The  following  Management's  Discussion  and  Analysis  (MD&A)  provides  an  overview  of 
the  financial  position  and  activities  of  the  University  of  Illinois  (the  University)  for  the  year 
ended  June  30,  2002.  These  financial  statements  are  prepared  in  accordance  with  Govern- 
mental Accounting  Standards  Board  (GASB)  principles.  During  fiscal  year  2002,  the  Uni- 
versity adopted  GASB  Statement  No.  35,  Basic  Financial  Statements  -  and  Management's  Dis- 
cussion and  Analysis  -  for  Public  Colleges  and  Universities,  as  amended  by  GASB  Statements 
Nos.  37  and  38.  These  statements  establish  standards  for  the  preparation  of  public  college 
and  university  financial  statements  that  focus  on  aggregate  operations,  versus  the  previous 
standards  that  focused  on  accountability  of  individual  fund  groups.  As  a  result,  these  fi- 
nancial statements  are  not  comparable  to  the  fiscal  year  2001  financial  statements.  Because 
the  University  has  determined  it  is  not  practical  to  restate  the  prior  year  financial  state- 
ments, only  certain  significant  changes  and  amounts  are  described  in  this  analysis.  In  fu- 
ture years,  the  University  will  present  year-to-year  comparative  data  and  analyses. 

The  University  is  a  comprehensive  public  institution  of  higher  learning  with  a  four  compo- 
nent mission  of  instruction,  research,  public  service  and  economic  development.  The  Uni- 
versity enrolls  approximately  66,000  on-campus  students  and  employs  5,500  faculty  mem- 
bers on  three  campuses  located  in  Chicago,  Springfield  and  Urbana-Champaign,  with 
branches  of  the  Chicago-based  College  of  Medicine  at  Peoria,  Rockford  and  Urbana.  The 
University  offers  a  diverse  range  of  degree  programs  from  baccalaureate  to  post-doctoral 
levels.  Approximately  16,000  degrees  are  awarded  annually. 

Additionally,  thousands  more  people  are  educated  through  public  service  programs  and  U 
of  I  Online,  our  virtual  campus.  The  best-known  agent  of  U  of  I  public  service  is  Extension, 
which  provides  practical,  research-based  information  and  programs  to  as  many  as  1.5  mil- 
lion "customers"  every  year.  These  "customers"  include  farmers,  youth  workers,  families, 
teachers,  businesses  and  communities.  U  of  I  Online  was  established  in  1997  to  increase  the 
number  of  high-quality  educational  programs  available  to  place-bound  and  time-restricted 
citizens  in  Illinois.  The  focus  of  U  of  I  Online  is  to  foster  development  and  delivery  of 
Internet-based  educational  and  public  service  programs  by  the  University's  three  campuses. 

The  University  is  one  of  the  world's  premier  universities.  Its  programs  encompass  innova- 
tive and  life-changing  research,  outstanding  and  accomplished  faculty,  and  top-notch  un- 
dergraduate and  graduate  programs.  These  are  the  hallmarks  of  the  University  of  Illinois. 

University  of  Illinois  at  Chicago 

The  Chicago  campus,  UIC,  is  located  within  walking  distance  of  the  Loop  in  the  heart  of  the 
city  and  is  a  dynamic  part  of  the  cultural  fabric  of  the  city.  Programs  such  as  the  Great  Cities 
Institute  are  actively  involved  in  searching  for  solutions  to  the  region's  social,  economic, 
and  health  concerns.  The  most  technologically  advanced  magnetic  reasonance  imaging  in 
the  world,  currently  under  construction  at  UIC,  will  allow  researchers  to  see  microscopic 
activity  on  a  level  never  before  achieved.  The  diverse  medical  teams  of  the  University  of 
Illinois  Medical  Center  Chicago  (UIMCC)  bring  the  world's  latest  advancements  to  patient 
care,  research  and  teaching.  Our  commitment  to  care  is  evident  throughout  our  health  care 
programs,  which  are  strategically  aligned  with  the  largest  medical  school  in  the  United 
States.  Through  this  collaboration,  the  UIMCC  is  preparing  medical  students  and  profes- 
sionals today  how  to  address  the  health  care  challenges  and  issues  society  will  face  tomor- 
row. 
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University  of  Illinois  at  Springfield 

The  Springfield  campus,  UIS,  is  located  on  the  southeast  side  of  the  State  capital.  In  fall  2001,  UIS  admitted  a  small 
number  of  highly  qualified  freshmen  into  the  Capital  Scholars  Program,  a  competitive  four-year  program  that  em- 
phasizes public  affairs,  leadership  development  and  civic  life.  The  expansion  of  UIS  to  a  four-year  undergraduate 
program  requires  an  expansion  of  the  physical  facilities  used  to  house  students  and  other  facilities  ancillary  to  stu- 
dent life.  The  Institute  for  Public  Affairs  on  our  Springfield  campus  emphasizes  hands-on  learning,  giving  students 
the  opportunity  to  work  with  legislators  and  others  in  state  and  local  government  in  our  capitol  city. 

University  of  Illinois  at  Urbana-Champaign 

The  Urbana-Champaign  campus,  UIUC,  is  a  world-class  institution,  with  top-ranked  programs  in  agriculture,  busi- 
ness, communications,  engineering,  liberal  arts,  library  science  and  more.  The  campus  is  poised  to  take  the  lead  in 
research  and  technology  commercialization  at  the  new  South  Campus  Research  Park.  Our  Urbana-Champaign  cam- 
pus is  home  to  the  National  Center  for  Supercomputing  Applications  (NCSA).  NCSA  researchers  developed  the 
pioneering  browser  that  made  the  popular  use  of  the  Web  possible.  The  Center  also  leads  the  National  Computa- 
tional Science  Alliance,  a  partnership  of  more  than  50  universities  and  research  institutions,  in  building  the  prototype 
of  a  national  technology  infrastructure  for  the  next  century. 

FINANCIAL  HIGHLIGHTS 

As  of  June  30,  2002,  the  University's  total  assets  were  $3.6  billion  compared  to  total  liabilities  of  $1.6  billion.  The 
restated  balance  of  net  assets,  which  represent  the  residual  interest  in  the  University's  assets  after  liabilities,  de- 
creased by  approximately  $1 .9  billion  due  largely  to  the  restatement  of  the  beginning  net  assets  balance  for  changes  in 
accounting  principle  and  policy  for  the  carrying  value  of  capital  assets.  The  increase  in  net  assets  for  the  current  year 
was  approximately  $75  million  which  supports  the  University's  continuing  favorable  position. 

The  University  issued  Auxiliary  Facilities  System  Revenue  Bonds  Series  2001B  and  2001C  to  fund  the  current  refund- 
ing of  various  issues  and  to  fund  various  capital  projects.  In  addition,  Series  2001A  was  issued  to  advance  refund 
portions  of  various  outstanding  issues  resulting  in  a  reduction  in  debt  service  of  approximately  $7.9  million  and  an 
economic  gain  of  approximately  $8.2  million.  During  fiscal  year  2002  the  University  also  issued  Certificates  of  Par- 
ticipation, Utility  Infrastructure  Projects  Series  2001 A  to  fund  various  utility  system  development  projects  and  pro- 
long the  life  of  existing  systems. 

The  most  significant  change  in  the  University's  total  assets  is  due  to  changes  in  the  capital  assets.  During  fiscal  year 
2002,  the  capital  assets  were  restated  to  an  accrual  basis,  net  of  depreciation.  This  reduction  combined  with  additions 
to  capital  assets  for  capital  projects  and  the  purchase  of  capitalized  assets  resulted  in  a  reduction  in  capital  assets  of 
approximately  $1.6  billion. 

USING  THE  FINANCIAL  STATEMENTS 

The  GASB  Statement  No.  35  requires  the  University's  financial  report  to  include  three  financial  statements:  the  State- 
ment of  Net  Assets;  the  Statement  of  Revenues,  Expenses,  and  Changes  in  Net  Assets;  and  the  Statement  of  Cash 
Flows.  The  financial  statements  encompass  the  University  and  its  discretely  presented  component  units.  Informa- 
tion regarding  these  component  units,  including  their  separately  issued  financial  statements,  is  summarized  in  Note 
1  to  the  financial  statements.  This  MD&A  focuses  on  the  University  excluding  the  discretely  presented  component 
units.  MD&A  for  these  component  units  is  included  in  their  separately  issued  financial  statements.  The  following 
are  some  of  the  more  significant  changes  in  the  financial  statement  accounts  and  balances: 

Capital  Assets  and  Depreciation 

The  adoption  of  GASB  Statement  No.  35  required  the  University  to  report  accumulated  depreciation  on  its  capital 
assets.  This  change  resulted  in  a  $1.4  billion  decrease  in  net  assets,  reported  as  a  cumulative  effect  of  changes  in 
accounting  principles,  and  current  year  depreciation  expense  of  $133  million.  Additionally,  on  July  1,  2001,  the 
University  retroactively  adopted  a  change  in  its  accounting  policies  increasing  the  capitalization  level  for  capital 
assets,  resulting  in  a  $409  million  decrease  in  net  assets,  reported  as  part  of  the  cumulative  effect  of  change  in  account- 
ing principles. 

Operating  vs.  Nonoperating 

The  current  financial  statements  characterize  revenues  and  expenses  as  either  operating  or  nonoperating.  Prior  re- 
porting standards  did  not  provide  for  a  measure  of  entity-wide  operations  but  instead  focused  on  the  accountability 


of  individual  fund  groups.  A  significant  portion  of  the  University's  anticipated,  recurring  resources  are  considered 
nonoperating  as  defined  by  GASB  Statement  No.  35.  The  principal  components  of  nonoperating  revenues  and  their 
related  amounts  for  fiscal  vear  2002  are:  substantially  all  State  appropriations  and  on-behalf  payments  -  $907  mil- 
lion; gifts  -  S141million;  and  net  investment  income,  which  includes  the  change  in  the  cumulative  unrealized  gains  - 
S25  million.  Recurring  nonoperating  expenses  primarily  consist  of  interest  expense,  including  capital  appreciation 
on  bonds  payable,  totaling  $47  million  for  fiscal  year  2002. 

Deferred  Grant  Revenue 

Prior  to  the  adoption  of  GASB  No.  35,  the  University  reported  grant  receipts  under  exchange  transactions  as  net  asset 
additions  at  the  time  of  receipt.  Applying  the  accrual  accounting  prescribed  by  GASB  No.  35  resulted  in  a  $64.8 
million  reclassification  of  net  assets  to  deferred  revenue,  reported  as  part  of  the  cumulative  effect  of  change  in  ac- 
counting principles. 


STATEMENT  OF  NET  ASSETS 

The  Statement  of  Net  Assets  reflects  the  assets  and  liabilities  of  the  University  using  the  accrual  basis  of  accounting 
and  presents  the  financial  position  of  the  University  at  a  specified  time.  The  difference  between  total  assets  and  total 
liabilities,  net  assets,  is  one  indicator  of  the  current  financial  condition  of  the  University.  The  changes  in  net  assets 
that  occur  over  time  indicate  improvement  or  deterioration  in  the  University's  financial  condition. 

The  following  summarizes  the  University's  assets  and  liabilities  at  June  30,  2002: 


n  thousands) 

Current  Assets: 

Cash  and  investments 

$ 

392,949 

Accounts  and  notes  receivable 

249,056 

Other  current  assets 

84,128 

Noncurrent  Assets: 

Investments 

535.285 

Notes  receivable 

47,823 

Capital  assets,  net  of  accumulated  depreci 

ation 

2,328,565 

Other  assets 

17,703 

TOTAL  ASSETS 

$ 

3.655.509 

Current  Liabilities: 

Accounts  payable,  accrued  liabilities  and  d 

sferred  revenue 

$ 

304,494 

Bonds  payable 

15,214 

Leaseholds  payable  and  other  obligations 

8.693 

Accrued  self  insurance 

17,750 

Other  current  liabilities 

85,328 

Noncurrent  Liabilities: 

Bonds  payable 

613.123 

Leaseholds  payable  and  other  obligations 

375,076 

Accrued  self  insurance 

63.552 

Other  noncurrent  liabilities 

182,267 

TOTAL  LIABILITIES 

1,665,497 

Net  Assets: 

Invested  in  capital  assets,  net  of  related  debt 

1,503.174 

Restricted: 

Nonexpendable 

26,177 

Expendable 

293.347 

Unrestricted 

167,314 

TOTAL  NET  ASSETS 

1,990,012 

TOTAL  LIABILITIES  AND  NET  ASSETS 

$ 

3.655.509 

The  following  is  a  graphic  illustration  of  the  University's  assets  and  liabilities  with  the  currrent  and  noncurrrent 
categories  combined: 


Assets 


Cash  and  investments 


Accounts  and  notes  receivable 


S      millions 


Capital  assets,  net  of  depreciation 


Other  assets 


TOTAL 


S       2,328.6 


$     3,655.5 


64% 


38% 


Liabilities 


Bonds  payable 


S     millions 


Payables,  accrued  liabilities,  and  deferred  revenue     $        304.5 


Leaseholds  payable  and  other  obligations  S        383.8 


Accrued  self  insurance 


iabilities 


TOTAL 


S    1,665.5 


GASB  Statement  No.  35  requires  the  University's  resources  be  classified  into  net  asset  categories  and  reported  in  the 
Statement  of  Net  Assets.  These  categories  are  defined  as  (a)  Invested  in  capital  assets,  net  of  related  debt  -  capital 
assets  net  of  accumulated  depreciation  and  outstanding  debt  balances,  (b)  Restricted  nonexpendable  -  assets  re- 
stricted bv  externallv  imposed  stipulations,  (c)  Restricted  expendable  -  assets  subject  to  externally  imposed  restric- 
tions that  can  be  fulfilled  by  actions  of  the  University  pursuant  to  those  stipulations  or  that  expire  by  the  passage  of 
time  and  (d)  Unrestricted  -  assets  not  subject  to  externally  imposed  stipulations  but  may  be  designated  for  specific 
purposes  by  action  of  management  or  the  Board  of  Trustees.  The  University's  net  assets  are  graphically  illustrated 
below: 


Net  Assets 

$ 

millions 

Invested  in  capital  assets,  net  of  debt 

3       1,503.2 

Restricted  -  expendable 

5           293.3 

Restricted  -  nonexpendable 

5 

26.2 

Unrestricted  -  designated 

3          158.3 

Unrestricted  -  undesignated 

5 

9.0 

8% 


0% 


TOTAL 


$      1,990.0 


76% 
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Capital  Assets  and  Related  Financing  Activities 

The  campuses'  facilities  include  950  buildings  totaling  28  million  gross  square  feet  (gsf) .  The  University  is  committed 
to  a  comprehensive  program  of  new  major  capital  initiatives  combined  with  a  comprehensive  approach  to  facility 
maintenance  which  includes  addressing  current  maintenance  needs  and  minimizing  the  University's  deferred  main- 
tenance backlog.  State,  private,  borrowed,  and  internal  University  funding  combine  to  accomplish  the  University's 
capital  objectives. 

Capital  additions  for  fiscal  year  2002  totaled  nearly  $349  million.  For  the  three  campuses,  new  and  renovated  build- 
ings recently  completed  total  approximately  849,284  gsf  and  include  the  ACES  Library  on  the  Urbana-Champaign 
campus,  South  Campus  Student  Apartment  Building  on  the  Chicago  campus,  and  the  Lincoln  Residence  Hall  on  the 
Springfield  campus.  Facilities  under  construction  total  approximately  335,790  gsf  including  projects  funded  from 
State  capital  appropriations,  private  gifts,  revenue  bonds,  certificates  of  participation,  and  internal  funds.  The  follow- 
ing chart  illustrates  the  composition  of  the  University's  capital  assets,  net  of  depreciation,  by  category. 


4% 


5% 


16% 


Net  Capital  Assets 


Buildings 


Improvements 


Construction  in  progress 


$     millions 


$      1 ,297.3 


Equipment  and  software 


Collections 


TOTAL 


$    2,328.6 
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The  University  has  historically  utilized  revenue  bonds  to  finance  auxiliary  and  health  service  facility  needs,  and  more 
recently  the  UIC  South  Campus  Project.  These  activities  generally  have  the  ability  to  generate  resources  from  student 
fees,  users,  and  third  parties  sufficient  to  service  the  debt.  The  following  chart  details  the  various  bonded  debt 
outstanding: 


BONDS  PAYABLE 

I 

(in  thousands) 

485,273 

Auxiliary  Facilities  System 

$ 

Health  Services  Facilities  System 

68.768 

UIC  South  Campus 

72,375 

Other  issues 

1,921 

$ 

628,337 

The  University  has  issued  certificates  of  participation  (COPS)  for  infrastructure  projects  that  have  a  projected  cost 
savings  pay  back.  The  cost  of  updating  its  physical  plant  and  utility  infrastructure  as  well  as  the  cost  to  replace 
existing  mainframe  legacy  systems  has  been  funded  by  the  sale  of  COPS.  The  COPS  are  reported  as  capital  leaseholds 
payable.  The  following  chart  details  the  various  outstanding  issues: 


CERTIFICATES  OF 

PARTICIPATION  OUTSTANDING 

(in  thousands) 

Utility  infrastructure  projects 

$       241,985 

Ul  Integrate  project 

107,850 

Natural  gas  purchase 

12,485 

$       362,320 

STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  NET 
ASSETS 

The  Statement  of  Revenues,  Expenses,  and  Changes  in  Net  Assets  presents  the  results  of  the  University's  revenue  and 
expense  activity  categorized  as  operating  or  nonoperating.  The  following  summarizes  the  University's  fiscal  year 
2002  activity: 


(in  thousands) 

OPERATING  REVENUES 

$     1 ,900,496 

OPERATING  EXPENSES 

Operating  loss 

2,957,879 

(1,057,383) 

NONOPERATING  REVENUES  (EXPENSES) 

State  appropriations  and  on  behalf  payments 

957,315 

Private  gifts 

126,461 

Investment  income 

50,903 

Other  net  operating  expenses 

(82,912) 

NET  NONOPERATING  REVENUES 

1,051.767 

Capital  state  appropriations,  gifts  and  grants 

80,072 

Endowment  gifts 

644 

Increase  in  net  assets 

75,100 

Net  assets,  beginning  of  year  -  as  previously  reported 

3,819,670 

Cumulative  effect  of  change  in  accounting  principle 

(1,904,758) 

Net  assets,  beginning  of  year,  restated 

1,914,912 

NET  ASSETS,  END  OF  YEAR 

$      1,990,012 
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Revenues 

The  University's  revenues  are  generated  from  various  sources  to  supplement  the  student  tuition  and  fees.  GASB 
Statement  No.  35  categorizes  revenues  into  operating  and  nonoperating.  Operating  revenues  generally  result  from 
exchange  transactions  where  each  of  the  parties  to  the  transaction  either  give  up  or  receive  something  of  equal  or 
similar  value.  Certain  revenue  sources  that  the  University  relies  on  to  provide  funding  for  operations,  including  State 
appropriations,  gifts,  and  investment  income,  are  defined  by  this  Statement  as  nonoperating. 

The  following  graphically  illustrates  the  revenues  by  source  (both  operating  and  certain  nonoperating)  which  were 
used  to  fund  the  University's  operating  activities  for  the  year  ended  June  30,  2002. 


State  appropriations  and  on 
behalf  payments  32% 


8% 


11% 


Gifts  4% 

Investment  income  2% 


Revenues 


Nonoperating  revenue 


Grants  and  contracts 


S     millions 


22% 


Hospital  and  other  medical  services 


Auxiliary  enterprises  and  independent  operations 


Departmental  activities 


Student  tuition  and  fees 


Other  operating  revenues 


TOTAL 


S    3,035.2 


Expenses 

The  majority  of  the  University's  expenses  are  exchange  transactions  which  GASB  Statement  No.  35  defines  as  oper- 
ating expenses.  Nonoperating  expenses  include  capital  financing  costs  and  costs  related  to  capital  assets.  GASB 
Statement  No.  35  gives  financial  reporting  entities  the  choice  of  reporting  expenses  in  the  functional  or  natural  clas- 
sifications. The  University  chose  to  report  the  expenses  in  their  functional  categories  on  the  face  of  the  statement  and 
has  displayed  the  natural  categories  in  the  footnotes  to  the  financial  statements.  The  following  graphs  illustrate  the 
expenses  for  each  method  of  classification: 


16% 


Operating  Expenses 
Functional  Classification 


10%^ 


10% 


15% 


Instruction 


Public  service 


Support  services 


S     millions 
M 


Hospital  and  medical  activities 


Auxiliary  enterprises  and  independent  operations 


Scholarships  and  fellowships 


Plant  operations  and  maintenance 


Depreciation 


On  behalf  payments  for  fringe  benefits 


TOTAL 


S    2,957.9 


Operating  Expenses 

Natural  Classification 

$     millions 

Compensation  and  benefits 

$      1 ,858.4 

Supplies  and  services                                                   $        926.9 

Scholarships  and  fellowships 

$           39.6 

TOTAL 


S    2,957.9 


31% 


STATEMENT  OF  CASH  FLOWS 

The  Statement  of  Cash  Flows  provides  information  about  the  University's  sources  and  uses  of  cash  during  the  fiscal 
year.  This  statement  classifies  sources  and  uses  of  cash  into  the  four  categories  defined  in  GASB  No.  9  presented 
below: 


(in  thousands) 


CASH  FLOWS  FROM  OPERATING  ACTIVITIES 

Total  sources 
Total  uses 


Net  cash  flows  from  operating  activities 


CASH  FLOWS  FROM  NONCAPITAL  FINANCING  ACTIVITIES 

State  appropriations 

Gifts  transferred  from  the  Foundation 

Other  sources,  net 


Net  cash  flows  from  noncapital  financing  activities 


CASH  FLOWS  FROM  CAPITAL  AND  RELATED  FINANCING  ACTIVITIES 

Proceeds  from  debt  issues 

State  capital  appropriations 

Payments  of  principal  and  interest  on  bonds  and  capital  leases 

Payment  of  bond  issuance  cost 

Purchase  of  capital  assets 

Other  sources,  net 


Net  cash  flows  from  capital  and  related  financing  activities 


Net  cash  flows  from  investing  activities 


Net  increase  in  cash  and  cash  equivalents 
Cash  and  cash  equivalents,  beginning  of  year 


Cash  and  cash  equivalents,  end  of  year 


1,834,389 

(2,533,476) 

(699,087) 


736,472 


126,461 


7.909 


870,842 


263,429 

65,653 

(220,804) 

(12,569) 

(248,590) 

4,218 


(148,663) 


CASH  FLOWS  FROM  INVESTING  ACTIVITIES 

Interest  and  dividends  received 

Proceeds  from  sales  and  maturities  of  investments,  net  of  cash  paid  for  investment  purchases 


46,789 
20,908 


67,697 


90,789 
237,567 


$        328,356 
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THE  UNIVERSITY'S  ECONOMIC  OUTLOOK 

State  appropriations  represent  operating  support  provided  by  the  governor  and  General  Assembly  for  University 
programs.  The  State  also  appropriates  funds  to  Central  Management  Services  (CMS)  and  the  State  Universities 
Retirement  System  to  pay  the  cost  of  health  insurance  and  retirement  for  University  employees,  on-behalf  payments. 
Due  to  budget  constraints,  in  fiscal  year  2003,  the  State  will  require  the  University  to  supplement  the  funds  appropri- 
ated to  CMS  and  to  provide  $25  million  for  the  cost  of  health  insurance.  The  net  result  of  this  payment  and  other 
reductions  to  the  State  budget  is  an  overall  reduction  in  State  support  from  fiscal  year  2002  to  fiscal  year  2003. 

The  University  projects  an  increase  in  tuition  and  miscellaneous  departmental  revenue.  The  recommended  $323.9 
million  fiscal  year  2003  tuition  and  miscellaneous  departmental  revenue  budget  represents  a  $52.4  million  (19.3%) 
increase  from  fiscal  year  2002.  There  are  two  components  to  the  fiscal  year  2003  tuition  increase.  A  10%  tuition 
increase  approved  by  the  Board  of  Trustees  will  generate  $24.6  million  to  partially  offset  reductions  in  direct  State 
support.  The  increase  also  includes  the  second  year  of  the  four-year  tuition  increase  program,  generating  approxi- 
mately $18.1  million.  The  University  is  earmarking  the  use  of  these  funds  for  financial  aid  and  program  improve- 
ments in  the  liberal  arts  and  sciences,  commerce  and  other  undergraduate  programs. 

The  University's  institutional  funds  include  revenues  from  sponsored  projects  for  indirect  project  costs,  royalty  rev- 
enues, and  administrative  allowance  revenue  i.e.,  auxiliary  enterprise  and  departmental  activity  revenue  directed  to 
pay  University  overhead  costs.  The  University  anticipates  that  this  revenue  will  increase  slightly  from  fiscal  year 
2002  to  fiscal  year  2003  based  on  the  University's  fiscal  year  budget  which  has  been  approved  by  the  Board  of 
Trustees. 

Research  is  one  of  four  components  of  the  University's  mission.  Research  leading  to  the  development  of  new  prod- 
ucts and  services  is  also  the  engine  driving  economic  development,  another  component  of  the  University's  mission. 
The  growth  in  externally  sponsored  research  is  testimony  to  the  public  and  private  sector  confidence  in  the  University's 
research  faculty.  The  University  projects  continued  growth  and  has  budgeted  an  increase  in  sponsored  project  rev- 
enue of  $78  million  from  fiscal  year  2002  to  2003. 

Private  gifts  are  an  important  supplement  to  the  University's  sources  of  funding  for  operating  costs  and  capital 
acquisitions  and  construction.  Private  gifts  are  budgeted  to  increase  by  approximately  6%  during  fiscal  year  2003. 
The  University  of  Illinois  Foundation,  the  fund  raising  arm  of  the  University,  has  captured  private  gifts  for  the 
funding  of  several  projects  currently  under  construction. 

The  University  is  continuing  to  pursue  supplemental  sources  of  revenue  to  continue  its  outstanding  academic  repu- 
tation. The  University  will  be  challenged  but  the  Board  of  Trustees  and  managment  have  committed  to  continuing 
the  University's  strong  financial  position  and  to  uphold  our  mission  of  instruction,  research,  and  public  service. 


sV~^- 


Stephen  K.  Rugg 
September  23,  2002 
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The  Honorable  William  G.  Holland 

Auditor  General 

State  of  Illinois 

And 

The  Board  of  Trustees 

University  of  Illinois 


As  Special  Assistant  Auditors  for  the  Auditor  General,  we  have  audited  the  accompanying  basic  financial  statements  of  the  University 
of  Illinois  (University)  and  its  aggregate  discretely  presented  component  units,  collectively  a  component  unit  of  the  State  of  Illinois,  as  of 
and  for  the  year  ended  June  30, 2002,  as  listed  in  the  table  of  contents.  These  financial  statements  are  the  responsibility  of  the  University's 
management.  Our  responsibility  is  to  express  opinions  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of  America  and  the  standards  for 
financial  audits  contained  in  Government  Auditing  Standards,  issued  by  the  Comptroller  General  of  the  United  States.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  state- 
ments. An  audit  also  includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as 
evaluating  the  overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinions. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  respective  financial  position  of  the 
University  and  of  its  aggregate  discretely  presented  component  units  as  of  June  30, 2002,  and  the  respective  changes  in  financial  position 
and  cash  flows  thereof  for  the  year  then  ended  in  conformity  with  accounting  principles  generally  accepted  in  the  United  States  of 
America. 

As  discussed  in  Notes  1  and  17  to  the  financial  statements,  in  2002  the  University  changed  its  method  of  financial  statement  presentation 
and  disclosure  by  retroactively  restating  prior  years'  financial  statements. 

In  accordance  with  Government  Auditing  Standards,  we  have  also  issued  our  report  dated  September  23, 2002,  on  our  consideration  of  the 
University's  internal  control  over  financial  reporting  and  our  tests  of  its  compliance  with  certain  provisions  of  laws,  regulations,  con- 
tracts and  grants.  That  report  is  an  integral  part  of  an  audit  performed  in  accordance  with  Government  Auditing  Standards  and  should  be 
read  in  conjunction  with  this  report  in  considering  the  results  of  our  audit. 

The  accompanying  management's  discussion  and  analysis  as  listed  in  the  table  of  contents  is  not  a  required  part  of  the  basic  financial 
statements  but  is  supplementary  information  required  by  the  Governmental  Accounting  Standards  Board.  We  have  applied  certain 
limited  procedures,  which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of  measurement  and  presentation  of 
the  required  supplementary  information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 


Decatur,  Illinois 
September  23,  2002 


Statement  of  Net  Assets  as  of  June  30,  2002 


University 
(in  thousands) 


ASSETS 
Current  Assets: 

Cash  and  cash  equivalents 

Cash  and  cash  equivalents,  restricted 

Investments 

Investments,  restricted 

Accrued  investment  income 

Accounts  receivable,  net  of  allowance  for  uncollectible 

Receivable  from  State  of  Illinois  General  Revenue  Fund 

Pledges  receivable,  net  of  allowance 

Notes  receivable,  net  of  allowance  for  uncollectible 

Accrued  interest  on  notes  receivable 

Inventories 

Prepaid  expenses  and  deferred  charges 

Due  from  related  organizations 

Other  assets 


233,926 

94,430 

38.885 

25,708 

6,496 

239,815 

9,590 

9,241 

1.878 

32,698 

26,991 

6,475 


Total  Current  Assets 


726,133 


Noncurrent  Assets: 

Cash  and  cash  equivalents,  restricted 

Investments 

Investments,  restricted 

Pledges  receivable,  net  of  allowance 

Notes  receivable,  net  of  allowance  for  uncollectible 

Real  estate  and  farm  properties 

Prepaid  expenses 

Irrevocable  trust  held  by  other  trustees 

Capital  assets,  net  of  accumulated  depreciation 

Other  assets 


1.368 


Total  Noncurrent  Assets 
TOTAL  ASSETS 


2,929,376 


3,655,509 


LIABILITIES  AND  NET  ASSETS 
Current  Liabilities: 

Negative  cash  balance  implicitly  financed 

Accounts  payable  and  accrued  liabilities 

Accrued  payroll 

Accrued  compensated  absences,  current  portion 

Accrued  self  insurance,  current  portion 

Deferred  revenue  and  student  deposits 

Accrued  interest  payable 

Notes  payable 

Annuities  payable 

Bonds  payable,  current  portion 

Leaseholds  payable  and  other  obligations,  current  portion 

Assets  held  for  others 

TOTAL  CURRENT  LIABILITIES 


18,357 


36,186 


431,479 


Noncurrent  Liabilities: 

Bonds  payable 

Leaseholds  payable  and  other  obligations 

Accrued  compensated  absences 

Accrued  self  insurance 

Annuities  payable 

Remainder  interest  due  to  others 

Deferred  distributions 

TOTAL  NONCURRENT  LIABILITIES 

TOTAL  LIABILITIES 


1,234,018 


1,665,497 


NET  ASSETS: 

Invested  in  capital  assets,  net  of  related  debt 
Restricted: 


1,503.174 


University  Related 
Organizations 
(in  thousands) 


6,753 

1,905 

360 

1,844 

28,507 

1,535 


1 
166 


2,610 


43,681 


267 

465.747 

134,591 

69.538 

642,840 

32,976 

ile                                                                  47,823 

10,960 

23,616 

5,375 

10,011 

2,328,565 

11,341 

375 


856,017 


899,698 


92,814 

74,748 

110,459 

16.896 

708 

17.750 

101,221 

13,889 

92 

10,227 

5.664 

15,214 

m                                                         8,693 

1 


91,440 


613,123 

375,076 

5.360 

182,267 

63,552 

40,735 

4.809 

147 


51,051 


142,491 


3.493 


Nonexpendable 

26,177 

464,758 

Expendable 

293,347 

272,762 

Unrestricted 

167,314 

16,194 

TOTAL  NET  ASSETS 

1,990,012 

757,207 

TOTAL  LIABILITIES  AND  NET  ASSETS 

$ 

3,655,509 

$ 

899,698 

See  accompanying  notes  to  financial  statements. 


Statement  of  Revenues,  Expenses  and  Changes  in  Net  Assets  Year  Ended  June  30,  2002 


University 
(in  thousands) 

University  Related 
Organizations 

(in  thousands) 

OPERATING  REVENUES 

Student  tuition  and  fees,  net 

$                 337.127 

$ 

Fee  for  services  -  state  appropriation 

49.846 

Federal  appropriations 

17,406 

Federal  grants  and  contracts 

463.354 

State  of  Illinois  grants  and  contracts 

101,796 

Private  gifts,  grants,  and  contracts 

103.935 

126.099 

Educational  activities 

163.199 

5.333 

Auxiliary  enterprises,  net 

231 ,461 

Hospital  and  other  medical  activities 

277,702 

Medical  service  plan 

99.747 

Independent  operations 

8,815 

Interest  and  service  charges  on  student  loans 

1,786 

On  behalf-hospital  and  other  medical  activities 

44,322 

Allocations  from  the  University 

5.378 

Other  sources 

18,529 

TOTAL  OPERATING  REVENUES 

1,900,496 

155,339 

OPERATING  EXPENSES 

Instruction 

610.799 

Research 

472.278 

Public  service 

282,293 

Academic  support 

223,902 

5.337 

Student  services 

69,725 

Institutional  support 

144,190 

23,757 

Operation  and  maintenance  of  plant 

162,432 

Scholarships  and  fellowships 

125,378 

Auxiliary  enterprises 

177,645 

Hospital  and  medical  activities 

292,171 

Independent  operations 

8.059 

Depreciation 

132,969 

502 

On  behalf  payments  for  fringe  benefits 

256.038 

Distributions  on  behalf  of  the  University 

127,580 

TOTAL  OPERATING  EXPENSES 

2,957,879 

157,176 

Operating  loss 

(1,057,383) 

(1,837) 

NONOPERATING  REVENUES  (EXPENSES) 

State  appropriations 

745,599 

Private  gifts 

126,461 

On  behalf  payments  for  fringe  benefits 

211.716 

1.022 

Net  investment  income  (net  of  interest  expense  of  $1 ,068) 

50,903 

8,946 

Net  decrease  in  the  fair  value  of  investments 

(25,727) 

(42,618) 

Interest  on  capital  asset  related  debt 

(46.722) 

Loss  on  disposals  of  capital  assets 

(29.962) 

Other  nonoperating  revenues 

19,499 

Other  nonoperating  expenses 

(2,027) 

Net  nonoperating  revenues  (expenses) 

1,051,767 

(34,677) 

Loss  before  other  revenues,  expenses,  gains,  or  losses 

(5,616) 

(36,514) 

Capital  state  appropriations 

65.653 

Capital  gifts  and  grants 

14,419 

Private  gifts  for  endowment  purposes 

644 

41.273 

INCREASE  IN  NET  ASSETS 

75,100 

4,759 

NET  ASSETS,  BEGINNING  OF  YEAR  -  AS  PREVIOUSLY  REPORTED 

3.819.670 

753.948 

Cumulative  Effect  of  Change  in  Accounting  Principles 

(1,904,758) 

(1,500) 

NET  ASSETS,  BEGINNING  OF  YEAR  -  AS  RESTATED 

1.914,912 

752,448 

NET  ASSETS,  END  OF  YEAR 

$             1,990,012 

$                 757,207 

See  accompanying  notes  to  financial  statements. 


Statement  of  Cash  Flows  Year  Ended  June  30,  2002 


University 
(in  thousands) 

University  Related 
Organizations 
(in  thousands) 

CASH  FLOWS  FROM  OPERATING  ACTIVITIES: 

Student  tuition  and  fees 

$           334,086 

$               2,830 

Medical  fees  for  service  -  state  appropriations 

49,846 

Federal,  state,  and  local  grants  and  contracts 

558,633 

Nongovernmental  sponsored  programs 

102,516 

1.348 

Sales  and  services  of  educational  and  other  departmental  activities 

163,894 

Contributions  and  gifts 

99.553 

Service  fee  revenue 

5.917 

Auxiliary  activities  and  independent  operations 

239,298 

Hospital  and  other  medical  activities 

274.996 

Medical  service  plan 

100,257 

Distribution  on  behalf  of  University 

(79,674) 

Allocation  from  the  University 

5,249 

Payments  to  employees  and  benefits 

(1,557,086) 

(12.478) 

Payments  to  suppliers 

(927,608) 

(8,360) 

Payments  for  scholarships  and  fellowships 

(38.850) 

Student  loans  issued 

(9,932) 

Student  loans  collected 

9,241 

Student  loan  interest  and  fees  collected 

1,622 

Other  operating  revenue 

3,570 

NET  CASH  PROVIDED  (USED)  BY  OPERATING  ACTIVITIES 

(699,087) 

17,955 

CASH  FLOWS  FROM  NONCAPITAL  FINANCING  ACTIVITIES: 

State  appropriations 

736,472 

Gifts  transferred  from  UIF 

126.461 

41,274 

Private  gifts  for  endowment  purposes 

643 

Advance  and  repayment  to  URO's  net 

(1.739) 

Negative  cash  balance  implicitly  financed 

(9,360) 

Other,  net 

18,365 

(3.060) 

NET  CASH  PROVIDED  BY  NONCAPITAL  FINANCING  ACTIVITIES 

870,842 

38,214 

CASH  FLOWS  FROM  CAPITAL  AND  RELATED  FINANCING  ACTIVITIES: 

Proceeds  from  issuance  of  capital  debt 

263,429 

5,961 

State  capital  appropriations 

65.653 

Capital  gifts  and  grants 

4,218 

Purchase  of  capital  assets 

(248,590) 

(3,931) 

Principal  payments  on  bonds  and  capital  leases 

(192.537) 

Interest  payments  on  bonds  and  capital  leases 

(28.267) 

Payments  on  notes  payable 

(1,069) 

Payments  of  bond  issuance  costs 

(12,569) 

NET  CASH  PROVIDED  (USED)  BY  CAPITAL  AND  RELATED  FINANCING  ACTIVITIES 

(148,663) 

961 

CASH  FLOWS  FROM  INVESTING  ACTIVITIES: 

Interest  and  dividends  on  investments,  net 

46.789 

16,028 

Proceeds  from  sales  and  maturities  of  investments 

1.078.416 

1,332,416 

Purchases  of  investments 

(1.057.508) 

(1,405.869) 

NET  CASH  PROVIDED  (USED)  BY  INVESTING  ACTIVITIES 

67,697 

(57,425) 

Net  increase  (decrease)  in  cash  and  cash  equivalents 

90,789 

(295) 

Cash  and  Cash  Equivalents,  Beginning  of  Year 

237,567 

9.220 

CASH  AND  CASH  EQUIVALENTS,  END  OF  YEAR 

$           328,356 

$                8,925 

Statement  of  Cash  Flows  Year  Ended  June  30,  2002  (con't) 


University  Related 
University  Organizations 

(in  thousands)         (in  thousands) 


Reconciliation  of  operating  loss  to  net  cash  provided  (used)  by  operating  activities 

Operating  loss 

Adjustments  to  reconcile  operating  loss  to  net  cash  provided  (used)  by  in  operating  activites: 

On  behalf  payments  for  reimbursement  of  hospital  and  medical  activities 

On  behalf  payments  for  fringe  benefits  expense 

Depreciation  expense 

Change  in  value  of  split  interest  agreement 

Changes  in  assets  and  liabilities: 

Accounts  receivable,  net 

Notes  receivable,  net 


$  (1 ,057,383) 

$ 

(1,837) 

(44,322) 

256,038 

1,022 

132,969 

502 

1,674 

(36,943) 


88 


Accrued  interest  on  notes  receivable 
Inventories 


(164) 


Prepaid  expenses  and  deferred  charges 

Pledges  receivable 

Noncurrent  assets,  other 

Accounts  payable 

Accrued  payroll 

Deferred  revenue  and  student  deposits 

Accrued  compensated  absences 

Accrued  self  insurance 

Assets  held  for  others 


9,801 
9,760 


Net  cash  provided  (used)  by  operating  activities 


$     (699,087) 


(324) 


(1,710) 

8 

1,935 

16 

17,000 

334 

(10,786) 

(407) 

31,132 

307 

6,081 

(260) 

4.417 

(81) 


17,955 


Noncash  investing,  capital,  and  financing  activities 
On  behalf  payments  for  fringe  benefits 
Gifts  in  kind 

Capital  asset  acquisition  via  accounts  and  leaseholds  payable 
Capital  asset  acquisition  via  capital  appropriation 
Disposals  of  capital  assets 

See  accompanying  notes  to  financial  statements. 


$   256,038 


132,004 
60,653 


29,862 


1,022 


47,854 


Notes  to  Financial  Statements 


NOTE  1  -  ORGANIZATION  AND  SUMMARY  OF  SIGNIFICANT 
ACCOUNTING  POLICIES 

Organization  and  Basis  of  Presentation 

The  University  of  Illinois  (University),  a  federal  land  grant  institution  and  a  component  of  the  State  of  Illinois,  con- 
ducts education,  research  and  public  service  and  related  activities  principally  at  its  three  campuses  in  Urbana- 
Champaign,  Springfield  and  Chicago  which  include  the  University  of  Illinois  Hospital  (Hospital)  and  other  health 
care  facilities.  The  governing  body  of  the  University  is  The  Board  of  Trustees  of  the  University  of  Illinois  (Board). 

As  required  by  accounting  principles  generally  accepted  in  the  United  States  of  America,  as  prescribed  by  the  Gov- 
ernmental Accounting  Standards  Board  (GASB),  these  financial  statements  present  the  financial  position  and  finan- 
cial activities  of  the  University  (the  primary  government)  and  its  component  units  as  well  as  certain  activities  and 
expenses  funded  by  other  State  agencies  on  behalf  of  the  University  or  its  employees.  The  component  units  dis- 
cussed below  are  included  in  the  University's  financial  reporting  entity  (Entity)  because  of  the  significance  of  their 
financial  relationship  with  the  University. 

The  University  Related  Organizations'  column  in  the  financial  statements  includes  the  financial  data  of  the  University's 
discretely  presented  component  units.  The  University  of  Illinois  Foundation  (Foundation),  the  University  of  Illinois 
Alumni  Association  (Alumni  Association),  the  University  of  Illinois  HMO  (UIHMO)  and  Wolcott,  Wood  and  Taylor, 
Inc.  (WWT)  are  included  in  the  University's  reporting  entity  because  of  the  significance  of  their  operational  or  finan- 
cial relationship  with  the  University.  These  component  units  are  discretely  presented  in  a  separate  column  to  empha- 
size that  they  are  Illinois  non-profit  organizations  legally  separate  from  the  University. 

The  Foundation  was  formed  for  the  purpose  of  providing  fund  raising  and  other  assistance  to  the  University  in  order 
to  attract  private  gifts  to  support  the  University's  instructional,  research  and  public  service  activities.  In  this  capacity, 
the  Foundation  solicits,  receives,  holds  and  administers  gifts  for  the  benefit  of  the  University.  Complete  financial 
statements  for  the  Foundation  may  be  obtained  by  writing  the  Director  of  Business  and  Administration,  414C  Harker 
Hall,  1305  W.  Green  Street,  Urbana,  IL  61801. 

The  Alumni  Association  was  formed  to  promote  the  general  welfare  of  the  University  and  to  encourage  and  stimu- 
late interest  among  students,  former  students  and  others  in  the  University's  programs.  In  this  capacity,  the  Alumni 
Association  offers  memberships  in  the  Alumni  Association  to  former  students,  conducts  various  activities  for  stu- 
dents and  alumni,  and  publishes  periodicals  for  the  benefit  of  alumni.  Complete  financial  statements  for  the  Alumni 
Association  may  be  obtained  by  writing  the  Director  of  Administration  and  Business  Affairs,  227  Mini  Union,  1401 
W.  Green  Street,  Urbana,  IL  61801. 

The  UIHMO  was  formed  as  a  replacement  for  the  former  University  of  Illinois  Health  Maintenance  Organization 
Plan  Trust  to  provide  health  insurance  to  students  at  the  Chicago  campus.  In  addition,  it  enabled  the  University  to 
provide  health  insurance  programs  to  the  medically  indigent.  The  financial  statements  included  for  the  UIHMO  are 
as  of  and  for  the  eight  months  ended  August  31,  2001,  the  date  the  UIHMO  was  dissolved.  Complete  financial 
statements  for  the  UIHMO  may  be  obtained  by  writing  the  Director  of  Hospital  Finance,  Room  917, 809  S.  Marshfield, 
Chicago,  IL  60612. 

WWT  was  formed  to  provide  practice  management  support  services  and  operate  as  a  billing /collection  entity  for 
health  care  activities  under  the  laws  of  the  State  of  Illinois.  Complete  financial  information  may  be  obtained  by 
writing  the  President  and  CEO,  200  W.  Adams,  Suite  225,  Chicago,  IL  60606. 

Prairieland  Energy,  Inc.  (Prairieland),  a  for  profit,  wholly-owned  subsidiary,  was  formed  for  the  purpose  of  provid- 
ing support  for  the  University  through  delivery  of  comprehensive  economical  utility  services  to  all  campuses  of  the 
University. 

Illinois  Ventures,  LLC,  (Illinois  Ventures),  a  for  profit,  wholly-owned  subsidiary,  exists  to  facilitate  the  development 
of  new  companies  commercializing  technology  originated  or  developed  by  faculty,  staff  and /or  students  of  the 
University.  The  University  desires  Illinois  Ventures  to  foster  technology  commercialization  and  economic  develop- 
ment in  accordance  with  the  teaching,  research,  and  public  service  missions  of  the  University. 


The  University  of  Illinois  Research  Park,  LLC,  (the  Research  Park),  a  for  profit,  wholly-owned  subsidiary,  was  formed 
to  aid  and  assist  the  University  by  establishing  and  operating  a  research  park  on  the  University's  Urbana  campus. 
The  Research  Park  was  designed  to  promote  the  development  of  new  companies  which  commercialize  University 
technologies. 

Activities  of  Prairieland,  Illinois  Ventures,  and  the  Research  Park  for  the  current  fiscal  year,  which  were  minimal, 
have  been  incorporated  in  the  University's  financial  statements  using  the  blended  method. 

The  Foundation,  Alumni  Association,  UIHMO,  WWT,  Prairieland,  Illinois  Ventures  and  Research  Park  are  related 
organizations  as  defined  under  University  Guidelines  adopted  by  the  State  of  Illinois  Legislative  Audit  Commission. 

The  University  is  a  component  unit  of  the  State  of  Illinois  for  financial  reporting  purposes.  The  financial  balances  and 
activities  included  in  these  financial  statements  are,  therefore,  also  included  in  the  State's  comprehensive  annual 
financial  report. 

During  fiscal  year  2002,  the  University  adopted  GASB  Statement  No.  35,  Basic  Financial  Statements  -  and  Management's 
Discussion  and  Auah/sis  -  for  Public  Colleges  and  Universities,  which  establishes  standards  for  external  financial  report- 
ing for  public  colleges  and  universities.  Other  standards  adopted  during  fiscal  year  2002  are  GASB  No.  36,  Recipient 
Reporting  for  Certain  Shared  Nonexchangc  Revenues;  GASB  No.  37,  an  amendment  to  GASB  No.  34;  and  GASB  No.  38, 
Certain  Financial  Statement  Note  Disclosures. 

Rather  than  issuing  fund-type  financial  statements,  GASB  Statement  No.  35  requires  a  Management's  Discussion 
and  Analysis,  notes  to  the  financial  statements,  and  basic  financial  statements  including  a  Statement  of  Net  Assets,  a 
Statement  of  Revenues,  Expenses,  and  Changes  in  Net  Assets,  and  a  Statement  of  Cash  Flows. 

GASB  Statement  No.  35  requires  the  Entity's  resources  be  classified  into  net  asset  categories  and  reported  in  the 
Statement  of  Net  Assets.  These  categories  are  defined  as  (a)  Invested  in  capital  assets,  net  of  related  debt  -  capital 
assets  net  of  accumulated  depreciation  and  outstanding  debt  balances  (b)  Restricted  nonexpendable  -  assets  restricted 
by  externally  imposed  stipulations  (c)  Restricted  expendable  -  assets  subject  to  externally  imposed  restrictions  that 
can  be  fulfilled  by  actions  of  the  Entity  pursuant  to  those  stipulations  or  that  expire  by  the  passage  of  time  and  (d) 
Unrestricted  -  assets  not  subject  to  externally  imposed  stipulations  but  may  be  designated  for  specific  purposes  by 
action  of  management  or  the  Board  of  Trustees. 

Significant  Accounting  Policies 

The  Entity  prepared  its  financial  statements  as  a  Business  Type  Activity,  as  defined  by  GASB  Statement  No.  35,  using 
the  economic  resources  measurement  focus  and  the  accrual  basis  of  accounting.  Business  Type  Activities  are  those 
financed  in  whole  or  in  part  by  fees  charged  to  external  parties  for  goods  and  services. 

The  Statement  of  Revenues,  Expenses,  and  Changes  in  Net  Assets  classifies  the  Entity's  fiscal  year  activity  as  operat- 
ing and  nonoperating.  Operating  revenues  generally  result  from  exchange  transactions  such  as  payments  received 
for  providing  goods  and  services,  including  tuition  and  fees,  net  of  scholarships  and  fellowships,  certain  grants  and 
contracts,  sales  and  services  of  educational  activities,  hospital,  and  auxiliary  enterprise  revenues. 

Student  tuition  and  fees,  presented  net  of  scholarships  and  fellowships  of  $65,600,000,  are  applied  to  student  ac- 
counts, while  stipends  and  other  payments  made  directly  to  students  are  reported  as  scholarship  and  fellowship 
expense.  Net  tuition  and  fees,  except  for  Summer  Session,  are  recognized  as  revenues  as  they  are  assessed.  The 
portion  of  Summer  Session  tuition  and  fees  applicable  to  the  following  fiscal  year  is  deferred. 

Grant  and  contract  revenues  which  are  received  or  receivable  from  external  sources  are  recognized  as  revenues  to  the 
extent  of  related  expenses  or  satisfaction  of  eligibility  requirements  on  the  accrual  basis.  Advances  are  classified  as 
deferred  revenue. 

Certain  revenue  sources  that  the  Entity  relies  on  to  provide  funding  for  operations  including  State  appropriations, 
gifts,  and  investment  income  are  defined  by  GASB  Statement  No.  35  as  nonoperating.  In  addition,  transactions 
related  to  capital  and  financing  activities  are  components  of  nonoperating  revenues. 

Appropriations  made  from  the  State  of  Illinois  General  Revenue  and  Education  Assistance  Funds  for  the  benefit  of 
the  University  are  recognized  as  nonoperating  revenues  when  eligibility  requirements  are  satisfied. 
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In  accordance  with  GASB  Statement  No.  24,  Accounting  and  Financial  Reporting  for  Certain  Grants  and  Other  Financial 
Assistance,  the  University  reported  payments  made  to  the  State  Universities  Retirement  System  on  behalf  of  the 
Entity  for  contributions  to  retirement  programs  for  Entity  employees  of  approximately  $99,014,000  for  the  year 
ended  June  30,  2002.  Substantially  all  employees  participate  in  group  health  insurance  plans  administered  by  the 
State  o\  Illinois.  The  employer  contributions  to  these  plans  for  University  employees  paid  by  State  appropriations 
and  auxiliary  enterprises  are  paid  to  Central  Management  Services  on  behalf  of  the  University.  The  employer  contri- 
butions to  these  plans  on  behalf  of  employees  paid  from  other  University  held  funds  are  paid  by  the  University. 
These  on-behalf  payments  are  approximately  $157,024,000  for  2002.  The  cost  of  these  benefits  paid  on  behalf  of  the 
Hospital  are  reflected  as  operating  revenues  as  the  result  of  certain  contractual  agreements.  All  other  on  behalf 
payments  are  reflected  as  nonoperating  revenues.  In  all  cases,  the  corresponding  on  behalf  expense  is  reflected  as 
operating  and  reported  in  on  behalf  payments  for  fringe  benefits. 

With  respect  to  the  Hospital,  net  patient  service  revenue  is  reported  at  the  estimated  net  realizable  amounts  due  from 
patients,  third-party  payors,  and  others  for  services  rendered,  including  estimated  retroactive  adjustments  under 
reimbursement  agreements  with  third-party  payors.  Retroactive  adjustments  are  accrued  on  an  estimated  basis  in 
the  period  the  related  services  are  rendered  and  adjusted  in  future  periods  as  final  settlements  are  determined.  The 
Hospital  has  agreements  with  third-party  payors  that  provide  for  payments  to  the  Hospital  at  amounts  different  from 
its  established  rates.  Approximately  86%  of  the  Hospital's  net  patient  service  revenues  were  derived  from  Medicare, 
Medicaid,  Blue  Cross  and  managed  care  programs  for  the  year  ended  June  30, 2002.  Payments  under  these  programs 
are  based  on  established  program  rates  or  costs,  as  defined,  of  rendering  services  to  program  beneficiaries.  The 
Hospital  provides  contractual  allowances  on  a  current  basis  for  the  differences  between  charges  for  services  rendered 
and  the  expected  payments  under  these  programs. 

The  Entity  first  applies  restricted  net  assets  when  an  expense  or  outlay  is  incurred  for  purposes  for  which  both 
restricted  and  unrestricted  net  assets  are  available. 

The  majority  of  the  Entity's  expenses  are  exchange  transactions  which  GASB  defines  as  operating  expenses  for  financial 
statement  presentation.  Nonoperating  expenses  include  capital  financing  costs  and  costs  related  to  investment  activity. 

Employment  contracts  for  certain  academic  personnel  provide  for  twelve  monthly  salary  payments,  although  the 
contracted  sen-ices  are  rendered  during  a  nine  month  period.  The  liability  for  those  employees  who  have  completed 
their  contracted  services,  but  have  not  yet  received  final  payment,  was  approximately  $42,011,000  at  June  30, 2002  and 
is  recorded  in  the  accompanying  financial  statements.  This  amount  will  be  paid  from  amounts  specifically  included 
in  State  of  Illinois  General  Revenue  Fund  appropriations  to  the  University  for  fiscal  year  2003  rather  than  from  the 
unrestricted  net  assets  available  at  June  30,  2002. 

Accrued  compensated  absences  for  Entity  personnel  are  charged  as  an  operating  expense,  using  the  vesting  method, 
based  on  earned  but  unused  vacation  and  sick  leave  days  including  the  Entity's  share  of  social  security  and  medicare 
taxes.  At  June  30,  2002,  the  University  estimates  that  $139,960,000  of  the  accrued  compensated  absences  liability  will 
be  paid  out  of  State  of  Illinois  General  Revenue  Fund  appropriations  to  the  University  in  years  subsequent  to  June  30, 
2002,  rather  than  from  unrestricted  net  assets  available  at  June  30,  2002. 

The  Statement  of  Cash  Flows  details  the  change  in  the  cash  and  cash  equivalents  balance  for  the  fiscal  year.  Cash  and 
cash  equivalents  include  bank  accounts  and  investments  with  original  maturities  of  ninety  days  or  less  at  the  time  of 
purchase.  Such  investments  consist  primarily  of  U.S.  Treasury  bills,  commercial  paper,  and  money  market  funds. 

Inventories  are  stated  at  the  lower  of  cost  or  market.  Cost  is  determined  principally  by  the  average  cost  method. 

For  donor  restricted  endowments,  the  Uniform  Management  of  Institutional  Funds  Act,  as  adopted  in  Illinois,  per- 
mits the  Board  of  Trustees  of  the  University  of  Illinois  to  appropriate  an  amount  of  realized  and  unrealized  endow- 
ment appreciation  as  they  determine  to  be  prudent.  The  University's  policy  is  to  retain  the  endowment  realized  and 
unrealized  appreciation  with  the  endowment  after  spending  Rile  distributions. 

Capital  assets  are  recorded  at  cost  or  fair  value  at  the  date  of  a  gift.  Depreciation  of  the  capital  assets  is  calculated  on 
a  straight-line  basis  over  the  estimated  useful  lives  (three  to  fifty  years)  of  the  respective  assets.  The  Entity  does  not 
capitalize  collections  of  works  of  art  or  historical  treasures  held  for  public  exhibition,  education,  or  research  in  fur- 
therance of  public  service  rather  than  capital  gain,  unless  they  were  capitalized  as  of  June  30, 1999.  Proceeds  from  the 
sale,  exchange,  or  other  disposal  of  any  item  belonging  to  a  collection  of  works  of  art  or  historical  treasures  must  be 
applied  to  the  acquisition  of  additional  items  for  the  same  collection. 

The  preparation  of  financial  statements  in  conformity  with  accounting  principles  generally  accepted  in  the  United 
States  of  America  requires  management  to  make  estimates  and  assumptions  that  affect  the  reported  amounts  of  assets 


and  liabilities  and  disclosure  of  contingent  assets  and  liabilities  at  the  date  of  the  financial  statements  and  the  reported 
amounts  of  revenues  and  expenses  during  the  reporting  period.  Actual  results  could  differ  from  those  estimates. 

In  accordance  with  GASB  Statement  No.  20,  Accounting  and  Financial  Reporting  for  Proprietary  Funds  and  Other  Govern- 
mental Entities  That  the  Proprietary  Fund  Accounting,  the  Entity  follows  all  applicable  GASB  pronouncements.  In 
addition,  the  Entity  applies  all  applicable  Financial  Accounting  Standards  Board  (FASB)  Statements  and  Interpreta- 
tions, Accounting  Principles  Board  (APB)  Opinions  and  Accounting  Research  Bulletins  of  the  Committee  on  Ac- 
counting Procedures  issued  on  or  before  November  30, 1989  unless  those  pronouncements  conflict  with  or  contradict 
GASB  pronouncements.  The  Entity  has  elected  not  to  apply  FASB  pronouncements  issued  after  November  30, 1989. 

NOTE  2  -  CASH,  CASH  EQUIVALENTS,  AND  DEPOSITS 

Total  cash  and  cash  equivalents  of  the  University  included  a  net  cash  overdraft  book  balance  of  $18,357,000  at  June  30, 
2002.  The  total  bank  account  balances  at  June  30,  2002,  of  the  University  and  the  Foundation  aggregated  $6,266,000 
and  $5,510,000,  respectively,  of  which  $6,266,000  and  $5,510,000,  respectively,  was  covered  by  federal  depository 
insurance  or  by  collateral  held  by  an  agent  in  the  Entity's  name. 

Certificates  of  Deposit,  which  are  reported  as  investments  per  GASB  Statement  No.  9,  totaled  $4,752,000  and  were 
covered  by  federal  depository  insurance  or  collateral  held  by  an  agent  in  the  University's  name. 

NOTE  3  -  INVESTMENTS 

Investments  in  real  estate  and  farm  properties  are  carried  at  cost,  or  when  donated,  at  the  fair  value  at  the  date  of 
donation.  All  other  investments  are  carried  at  their  fair  value,  as  determined  by  quoted  market  prices.  Investment 
income  and  the  change  in  fair  value  of  investments  is  recognized  in  the  fund  which  owned  such  investments,  except 
for  income  derived  from  investments  of  the  University  Endowment  Fund  which  is  recognized  in  the  fund  to  which 
the  income  is  restricted. 

Illinois  Statutes  and  Board  policy  authorize  the  University  to  invest  in  obligations  of  the  U.S.  Treasury,  agencies,  and 
instrumentalities  (U.S.  Government  securities);  bank  and  savings  and  loan  time  deposits;  corporate  bonds,  stock  and 
commercial  paper;  repurchase  agreements;  and  mutual  fluids.  Illinois  Statutes  require  that  securities  underlying 
repurchase  agreements  must  have  a  market  value  of  105%  of  the  cost  of  the  repurchase  agreement.  At  June  30, 2002, 
the  University  had  repurchase  agreements  of  $128,249,000.  The  market  value  of  securities  underlying  these  repur- 
chase agreements  was  $136,446,000  at  June  30,  2002. 

Nearly  all  of  the  Entity's  investments  are  managed  by  external  professional  investment  managers.  Many  of  these 
investments  are  made  through  commingled  investment  vehicles  such  as  common  trust  funds  and  mutual  funds.  A 
number  of  the  investment  managers  utilize  derivatives  in  the  execution  of  their  investment  strategies.  In  general, 
managers  utilize  derivatives  to  reduce  or  eliminate  undesirable  risks,  to  increase  portfolio  liquidity  and  flexibility  or 
to  increase  investment  return  within  the  level  of  risk  defined  in  the  manager's  investment  guidelines.  Examples  of 
authorized  derivative  transactions  would  be  the  hedging  of  foreign  currency  exposure  through  the  use  of  currency 
forwards,  owning  mortgage  securities  with  embedded  prepayment  options  or  utilizing  treasury  futures  to  change 
the  duration  of  a  fixed  income  portfolio.  The  Foundation  invests  in  "To  Be  Announced"  (TBA)  GNMA  and  FNMA 
mortgage  rolls.  The  Foundation  does  not  intend  to  finance  all  of  its  TBA  mortgage  rolls.  The  Foundation  reports  its 
pending  trades  as  accounts  receivable  and  accounts  payable  on  the  gross  basis.  The  Entity  did  not  engage  in  any 
other  significant  derivative  transactions  during  the  year  ended  June  30,  2002. 

The  University  increases  its  investment  income  by  lending  the  University's  securities,  through  its  custodian,  to  inde- 
pendent third  parties.  Such  loans  are  secured  by  collateral  consisting  of  cash,  cash  equivalents  or  U.S.  Government 
securities  in  an  amount  approximating  103%  of  the  fair  value  of  the  securities  loaned.  As  of  June  30,  2002,  approxi- 
mately $173,019,000  of  the  investments  reported  on  the  University's  Statement  of  Net  Assets  were  on  loan,  secured 
by  collateral  with  a  fair  value  of  approximately  $177,449,000. 

Distributions  are  made  from  the  University  Endowment  Fund  to  the  University  entities  that  benefit  from  the  endow- 
ment funds.  The  endowment  spending  rule  provides  for  an  annual  distribution  of  4.75%  of  the  two-quarter  lagged, 
seven-year  moving  average  market  value  of  fund  units.  At  June  30,  2002,  net  appreciation  of  $51,289,000  is  available 
to  be  spent,  of  which  $49,952,000  is  restricted  to  specific  purposes. 

Investments,  including  cash  equivalents  but  excluding  real  estate  and  farm  properties,  have  been  categorized  to  give 
an  indication  of  the  level  of  credit  risk  assumed  by  the  University  and  Foundation  at  June  30,  2002.   Category  1 


includes  investments  that  are  insured  or  registered  or  for  which  the  securities  are  held  by  the  Entity  or  an  agent  in  its 
name.  Category  2  includes  uninsured  and  unregistered  investments  for  which  the  securities  are  held  by  the  financial 
institution's  trust  department  or  agent  in  the  Entity's  name.  Category  3  includes  uninsured  and  unregistered  invest- 
ments for  which  the  securities  are  held  by  the  financial  institution,  or  by  its  trust  department  or  agent  but  not  in  the 
Entity's  name.  Mutual  funds  and  money  market  investments  are  not  required  to  be  categorized.  Investments  of  the 
Alumni  Association  and  WWT  as  of  June  30,  2002  were  not  significant. 

The  following  details  the  Entity's  investments  at  June  30,  2002: 


I 

UNIVERSITY 

(in  thousands) 

Category 

Carrying 
Amount 

1 

2 

3 

U.S.  Gov.  Securities 

$ 

16,536 

$ 

145,052 

$ 

$ 

161,588 

Repurchase  Agreements 

128,249 

128,249 

Commercial  Paper 

6,998 

6,998 

Corporate  Bonds 

186,754 

23.890 

210,644 

Corporate  Stock 

Total 
Mutual  Funds 

12 

12 

$ 

210,300 

$ 

297,191 

$ 

507,491 

Bonds 

81,534 

Stocks 

135.699 

Money  Market 

157,288 

Real  Estate 

945 

Illinois  Fund 

40,525 

TOTAL  INVESTMENTS 

$ 

923,482 

FOUNDATION 

(in  thousands) 

Categ 

3ry 

Carrying 
Amount 

1 

2 

3 

U.S.  Gov.  Securities 

$ 

70,750 

$ 

1,766 

$ 

S 

72,516 

Municipal  Bonds 

877 

877 

Corp.  Bonds/Notes 

91,788 

5,085 

96,873 

Preferred  Stock 

612 

5 

617 

Corporate  Stock 

Total 
Real  Estate 

243,725 

4,548 

248,273 

$ 

406,875 

$ 

12,281 

$ 

419,156 

Trusts/Partnerships 

46,664 

Equity  Index  Funds 

141,540 

Intern'l  Equity  Funds 

12,234 

Other  Mutual  Funds 

143,798 

Other 

TOTAL  INVESTMENTS 

3.193 

$ 

766,585 

NOTE  4  -  ACCOUNTS,  NOTES,  AND  PLEDGES  RECEIVABLE 

The  Entity  provides  allowances  for  uncollectible  accounts  and  notes  receivable  based  upon  management's  best  estimate 
of  uncollectible  accounts  and  notes  at  the  Statement  of  Net  Assets  date,  considering  type,  age,  collection  history  of 
receivables,  and  any  other  factors  as  considered  appropriate.  Accounts  receivable  are  reported  net  of  allowances  of 
$171,688,000  at  June  30,  2002.  Notes  receivable  are  reported  net  of  allowances  of  $1,888,000  at  June  30,  2002. 

The  composition  of  accounts  receivable  and  notes  and  pledges  receivable  at  June  30,  2002  is  summarized  as  follows: 


...... 

in  thousands 

Receivables  from  sponsoring  agencies 

$ 

114,094 

Hospital  and  other  medical  activities 

60,384 

Student  tuition  and  fees,  net  of  allowances 

12,009 

Auxiliaries,  net  of  discounts  and  allowances 

10,587 

Medical  service  plan 

16.255 

State  appropriations 

7,034 

Educational  activities 

19,266 

Other 

186 

$ 

239,815 


I 

in  the 

>usands 

Student  notes  -  University: 

Student  notes  outstanding 

$ 

58,952 

Allowance  for  uncollectible  loans 
Total  student  notes 

(1,888) 

57,064 

Gift  pledges  outstanding  -  Foundation: 

Operations 

27,114 

Capital 

27,455 

Total  gift  pledges  outstanding 

54,569 

Less: 

Allowance  and  unamortized  discount  to 

present  value 

(20,058) 

Total  pledges  receivable,  net 

34,511 

Total  notes  and  pledges  receivable,  net 

$ 

91,575 

NOTE  5  -  CAPITAL  ASSETS 

Net  interest  cost  incurred  on  borrowed  funds  during  the  period  of  construction  of  capital  assets  is  capitalized  as  a 
component  of  the  cost  of  acquiring  those  assets.  Net  interest  of  $3,107,000  was  capitalized  during  the  year  ended 
June  30,  2002. 

Capital  assets  activity  for  the  University  and  the  Foundation  for  the  year  ended  June  30,  2002  is  summarized  as 
follows: 


wmmmm 

UNIVERSITY 

Beginning 
Balance 

Change  in 

Accounting 

Principles 

(Note  17) 

Additions           Retirements          Transfers 
(in  thousands) 

Ending 

Nondepreciable  Capital  Assets 

Land 

$       91,964 

$ 

$         4,535 

$ 

(441) 

$ 

$      96,058 

Construction  in  progress 

199,592 

70,035 

(160,971) 

108,656 

Inexhaustible  collections 

Total  nondepreciable  capital  assets 

Depreciable  Capital  Assets: 

10,429 

10,429 

291,556 

84,999 

(441) 

(160,971) 

215,143 

Buildings 

1,936,017 

(7,700) 

85,617 

(3,266) 

(55,790) 

1,954,878 

Improvements  and  infrastructure 

256,000 

139,163 

134,966 

530,129 

Equipment  and  software 

1,224,992 

(392,649) 

17,733 

(40,290) 

81,558 

891,344 

Library  materials 
Subtotal 

Less  accumulated  depreciation 

Total  net  depreciable  capital  assets 

TOTAL  CAPITAL  ASSETS 

303,465 

(8,412) 

21,165 

(4,689) 

0) 

311,528 

3,720.474 

(408,761) 

263,678 

(48,245) 

160,733 

3.687.879 

1,441,488 

132,969 

1,574,457 

3,720,474 

(1,850,249) 

130,709 

(48,245) 

160,733 

2,113,422 

$4,012,030 

$(1,850,249) 

$     215,708 

$ 

(48,686) 

$           (238) 

$2,328,565 

FOUNDATION 

Beginning 
Balance 

Change  in 

Accounting 

Principles 

(Note  1 7) 

Additions 

Retirements 

Transfers 

Ending 

(in  thousands) 

Nondepreciable  Capital  Assets 

Land 

$         1,210 

$ 

$ 

$ 

(734) 

$ 

2,299 

$        2,775 

Farmland 

397 

397 

Inexhaustible  collections 

Total  nondepreciable  capital  assets 

Depreciable  Capital  Assets: 

10,144 

2,761 

(3,506) 

(2,299) 

7,100 

11,354 

3,158 

(4,240) 

10,272 

Equipment  and  software 

1,338 

(965) 

150 

(61) 

462 

Less  accumulated  depreciation 
Total  net  depreciable  capital  assets 
TOTAL  CAPITAL  ASSETS 

259 

37 

296 

1,338 

(1 ,224) 

113 

(61) 

166 

$       12,692 

$       (1 ,224) 

$ 

3,271 

$ 

(4,301) 

$ 

$10,438 

NOTE  6  -  ACCRUED  SELF-INSURANCE,  LOSS  CONTINGENCY, 
AND  COMPENSATED  ABSENCES 

The  University's  accrued  self-insurance  liability  of  $81,302,000  at  June  30, 2002  covers  hospital  patient  liability;  hospi- 
tal and  medical  professional  liability;  estimated  general  and  contract  liability;  and  workers'  compensation  liability 
related  to  employees  paid  from  local  funds.  The  accrued  self-insurance  liability  was  discounted  at  a  rate  of  6%  at  June 
30, 2002.  Amounts  increasing  the  accrued  self-insurance  liability  are  charged  as  expenses  based  upon  estimates  made 
by  actuaries  and  the  University's  risk  management  division.  The  workers'  compensation  self-insurance  liability  of 
$7,132,000  at  June  30, 2002  related  to  employees  who  are  paid  from  State  appropriations  is  included  in  the  University's 
accounts  payable.  These  claims  will  be  paid  from  State  appropriations  in  the  year  in  which  the  claims  are  finalized, 
rather  than  from  unrestricted  net  assets  at  June  30,  2002. 

Accrued  self-insurance  includes  $52,164,000  at  June  30,  2002  for  the  currently  estimated  ultimate  cost  of  uninsured 
medical  malpractice  liabilities.  Ultimate  cost  consists  of  amounts  estimated  by  the  University's  risk  management 
division  and  independent  actuaries  for  asserted  claims,  unasserted  claims  arising  from  reported  incidents,  expected 
litigation  expenses,  and  amounts  determined  by  actuaries  using  relevant  industry  data  and  Hospital  specific  data  to 
cover  projected  losses  for  claims  incurred  but  not  reported.  Because  the  amounts  accrued  are  estimates,  the  aggregate 
claims  actually  incurred  could  differ  significantly  from  the  accrued  self-insurance  liability  at  June  30, 2002.  Changes  in 
these  estimates  will  be  reflected  in  the  Statement  of  Revenues,  Expenses  and  Changes  in  Net  Assets  in  the  period 
when  additional  information  is  available. 

The  University  has  contracted  with  several  commercial  carriers  to  provide  varying  levels  and  upper  limits  of  excess 
indemnity  coverage.  These  coverages  have  been  considered  in  determining  the  required  accrued  self-insurance  li- 
ability. There  were  no  settlements  which  exceeded  insurance  coverage  dviring  the  last  three  years. 


CHANGES  IN  ACCRUED  SELF 

INSURANCE 

(in  thousands) 

2002 

2001 

Balance,  beginning  of  year 

$ 

71,501 

$ 

57,978 

Claims  incurred  and  changes  in  estimates 

26,390 

35,773 

Claim  payments 

(16,589) 

(22,250) 

Balance,  end  of  year 

81,302 

71,501 

Less  current  portion 

Balance,  end  of  year  -  noncurrent  portion 

(17,750) 

$ 

63,552 

$ 

71,501 

Accrued  compensated  absences  includes  personnel  earned  but  unused  vacation  and  sick  leave  days,  including  the 
University's  share  of  social  security  and  medicare  taxes,  valued  at  the  current  rate  of  pay. 


CHANGES  IN 

COMPENSATED  ABSENCES  BALANCE 

(in  thousands) 

Balance,  beginning  of  year 

$        194,746 

Additions/(Deductions) 

4,417 

Balance,  end  of  year 

199.163 

Less  current  portion 

(16,896) 

Balance,  end  of  year 

$        182,267 

NOTE  7  -  BONDS  AND  NOTES  PAYABLE 

On  July  26,  2001,  the  University  issued  Auxiliary  Facilities  System  Revenue  Bonds  Series  2001B  and  2001C  in  the 
amount  of  $135,630,000  and  $18,925,000,  respectively.  Series  2001B  and  2001C  Bonds  were  issued  to  fund  the  current 
refunding  of  various  outstanding  issues,  to  fund  various  additions  and  improvements  to  the  System,  to  pay  debt 
service  during  construction,  and  to  pay  all  costs  incidental  to  the  issuance  of  the  bonds. 

On  August  30,  2001,  the  University  issued  Auxiliary  Facilities  System  Revenue  Bonds  Series  2001 A  in  the  amount  of 
$106,030,000  to  advance  refund  portions  of  various  outstanding  Auxiliary  Facilities  System  bond  issues.  The  refund- 
ing resulted  in  a  reduction  in  debt  service  of  approximately  $7,900,000  and  an  economic  gain  of  approximately 
$8,169,000. 

The  difference  between  the  reacquisition  price  and  the  net  carrying  amount  of  the  old  debt,  loss  on  refunding,  is 
deferred  and  amortized  as  a  component  of  interest  expense  over  the  remaining  life  of  the  old  debt  or  the  life  of  the 
new  debt,  whichever  is  shorter. 


37 


BONDS    PAYABLE 

(in  thousands) 

Maturity 
Dates 

Beginning 
Balance 

New  Debt/ 
Accretion 

Principal 
Paid/Debt 
Refunded 

Ending 
Balance 

Current 
Portion 

AUXILIARY  FACILITIES  SYSTEM  - 

Current  Interest  Bonds 

2003-2032 

$     221,990 

$ 

260,585 

$    122,245 

$       360,330 

$        10,170 

Capital  Appreciation  Bonds 

2003-2030 

179,332 

10.274 

54,729 

134,877 

3,736 

CERL- 

2003 

830 

490 

340 

340 

WILLARD  AIRPORT  - 

2003-2009 

1,775 

190 

1.585 

195 

HEALTH  SERVICES  FACILITIES  SYSTEM  - 

2003-2026 

70,875 

1,395 

69,480 

1,460 

UIC  SOUTH  CAMPUS  - 

Total  Principal  Payable 

Unamortized  debt  premium  (discount) 

2013-2022 

75,095 

2,435 

72,660 

$      549,897 

$ 

270,859 

$     181,484 

639,272 
394 

15,901 
(12) 

Unamortized  loss  on  refunding 

(11,329) 

(675) 

TOTAL  BONDS  PAYABLE 

$       628,337 

$         15,214 

Auxiliary  Facilities  System  Series  1991,  Series  1993  and  Series  1999Aare  capital  appreciation  bonds  with  outstanding 
balances  at  June  30, 2002  of  $98,820,000,  $24,520,000  and  $11,537,000,  respectively.  Capital  appreciation  bonds  do  not 
require  current  interest  payments.  The  University  records  the  annual  increase  in  the  principal  amount  of  these  bonds 
as  interest  expense  and  accretion  on  bonds  payable. 


The  Health  Services  Facilities  System  Series  199713  Bonds  are  variable  rate  bonds  which  bear  interest  at  a  defined 
weekly  rate  and  interest  is  paid  monthly.  The  required  debt  service  for  the  Series  1997B  Bonds  has  been  calculated 
using  the  current  interest  rate,  based  upon  short  term  tax  exempt  rates,  of  1.20%  over  the  life  of  the  bonds.  Other 
bond  issues  bear  interest  at  fixed  rates  ranging  from  3%  to  9.7%. 

None  of  the  University's  bonds  described  above  constitute  obligations  of  the  State  of  Illinois.  Series  1979,  Series 
1991,  Series  1993,  Series  1996,  Series  1999A,  Series  1999B,  Series  2000,  Series  2001A,  Series  2001B,  and  Series  200 1C 
Auxiliary  Facilities  System  Bonds  are  payable  solely  from  net  revenues  of  the  Auxiliary  Facilities  System,  student 
tuition  and  fees  and  certain  restricted  plant  hinds.  Series  1985 A  Bonds  are  payable  solely  from  the  net  revenues  of 
CERL  and,  under  certain  circumstances,  the  net  revenues  of  the  Auxiliary  Facilities  System,  student  tuition  and  fees, 
and  certain  restricted  plant  funds.  Series  1997  Bonds  are  payable  solely  from  the  net  revenues  of  the  Airport,  funds 
received  from  the  County  of  Champaign,  Illinois,  and  related  restricted  plant  funds.  Series  1997Aand  1997B  Bonds 
are  payable  solely  from  net  revenues  of  the  Health  System,  Medical  Service  Plan  revenue  net  of  bad  debt  expense, 
and  College  of  Medicine  net  tuition  revenue.  Series  1999  and  Series  2000  Bonds  are  payable  from  revenue  derived 
from  the  defined  tax  increment  financing  (TIF)  district,  student  tuition  and  fees,  and  funds  on  deposit  in  the  Bond 
and  Interest  Sinking  Fund.  In  addition,  the  Series  2000  Bonds  are  payable  from  the  sales  proceeds  derived  from  the 
sale  of  certain  land  in  the  University  of  Illinois  UIC  South  Campus  Development  Project.  During  fiscal  year  2002,  the 
debt  service  payments  related  to  the  Series  1999  and  Series  2000  Bonds  was  $7,297,000.  Proceeds  from  the  sale  of 
land  of  $6,833,000,  and  revenue  from  other  legally  available  sources  of  $464,000  funded  these  payments. 

Costs  associated  with  the  issuance  of  the  Series  1991,  Series  1993,  Series  1996,  Series  1999 A,  Series  1999B,  Series  2000, 
Series  2001A,  Series  2001B,  and  2001C  Auxiliary  Facilities  System  Bonds;  Series  1997  Willard  Airport  Bonds;  Series 
1997A  and  Series  1997B  Health  Services  Facilities  System  Bonds;  and  Series  1999  and  Series  2000  UIC  South  Campus 
Bonds  have  been  recorded  as  deferred  charges  and  are  being  amortized  over  the  life  of  the  related  bond  issue. 

The  Foundation  has  a  demand  note  outstanding  with  interest  at  2.49%  and  principal  outstanding  of  $10,227,000.  The 
change  in  the  balance  for  fiscal  year  2002  is  as  follows 


CHANGE  IN  NOTES  PAYABLE 

(in 

thousands) 

'— ■ 

Balance,  beginning  of  year 

$ 

11,296 

New  proceeds 

3,172 

Payments 

(4,241) 

Balance,  end  of  year 

$ 

10,227 

The  University  has  defeased  bonds  through  advance  refunding  in  prior  years  and,  accordingly,  they  are  not  reflected 
in  the  accompanying  statements.  The  amount  of  bonds  which  have  been  defeased  as  of  June  30,  2002  consists  of  the 
following: 


ADVANCE  REFUNDED  BONDS 

(in  thousands) 

Outstanding  at 

Series 

June  30,  2002 

1962-B 

$            140 

1964 

495 

1978-M 

43,865 

1978-N 

16,120 

1992 

3,220 

1993 

25,530 

1999A 

TOTAL  ADVANCE  REFUNDED  BONDS 

73,460 

$     162,830 

Future  debt  service  requirements  for  all  bonds  outstanding  at  June  30,  2002  are  as  follows: 


DEBT  SERVICE  REQUIREMENTS 

(in  thousands) 

Principal 

Interest 

2003 

$ 

15,901 

$ 

26,869 

2004 

22,004 

26,428 

2005 

24,147 

25,655 

2006 

24,945 

24,746 

2007 

24,005 

26,372 

2008-2012 

111,891 

135,425 

2013-2017 

120,706 

133,808 

2018-2022 

148,094 

112,910 

2023-2027 

87,070 

34,859 

2028-2032 
TOTAL 

60,509 

13,577 

$ 

639,272 

$ 

560,649 

Certain  bonds  of  the  University  have  debt  service  reserve  requirements.  The  Maximum  Annual  Net  Debt  Service  for 
those  bonds,  as  defined,  is  $19,451,810. 


NOTE  8  -  LEASES  AND  OTHER  OBLIGATIONS 

Leaseholds  payable  and  other  obligations  activity  for  the  year  ended  June  30,  2002  consist  of  the  following: 
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OLDS  AND  OTHER  OBLIGATIONS 

(in  thousands)             ^^^^^MMHUrfU 

Beginning 
Balance 

Additions/ 
(Deductions) 

Ending 
3alance 

Current 
Portion 

University: 

Capital  Lease  Principal 
Unamortized  Debt  Premium 
Total  Leasehold  Payable 
Natural  Gas  Contract 
Environmental  Remediation  Liability 
Total  University 

Foundation: 
Annuities  Payable 
Other  Liabilities 
Total  Foundation 

$ 

229,959 
6,550 

$ 

125,592 
1,884 

$ 

355,551 
8,434 

$ 

8,693 

236,509 

15,340 

9,382 

127,476 
(2,855) 
(2,083) 

363,985 

12,485 

7,299 

8,693 

$ 

261,231 

$ 

122,538 

$ 

383,769 

$ 

8,693 

$ 

43.586 
5,349 

$ 

2,813 

(540) 

$ 

46,399 
4,809 

$ 

5,664 

$ 

48,935 

$ 

2,273 

$ 

51,208 

$ 

5,664 

The  University  leases  various  plant  facilities  and  equipment  under  capital  leases.  This  includes  assets  obtained  with 
certificates  of  participation  proceeds  and  recorded  as  capital  leases  as  well  as  other  capital  lease  agreements  funded 
through  operations. 

On  September  20, 200 1 ,  the  University  issued  Certificates  of  Participation,  Utility  Infrastmcture  Projects  Series  2001 A 
in  the  principal  amount  of  $74,080,000.  On  January  8, 2001,  the  University  issued  Certificates  of  Participation,  Utility 
Infrastructure  Projects  Series  2001 B  in  the  principal  amount  of  $56,900,000.  Proceeds  from  the  issuance  of  the  2001 A 
and  200 1 B  COP  are  being  used  to  finance  various  utility  system  development  projects  that  will  prolong  the  useful  life 
of  the  utility  systems  and  concurrently  reduce  the  operating  costs  of  these  various  systems. 

The  University  leases  various  properties  from  the  Foundation  under  capital  lease  obligations  amounting  to  $85,000 
at  June  30, 2002. 

Assets  held  under  capital  leases  are  included  in  capital  assets  at  June  30,  2002  as  follows: 
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ASSETS  HELD  UNDER  CAPITAL  LEASE 

(in  thousands) 

m 

Land 

$ 

85 

Buildings 

1.210 

Improvements 

258,092 

Equipment 
TOTAL  ASSETS 

114,513 

$ 

373,900 

The  net  present  value  of  outstanding  capital  leases  at  June  30,  2002  is: 


(in  thousands) 

Certificates  of  Participation 

Series  1997  Utility  Infrastructure 

$ 

35.890 

Series  1999  Utility  Infrastructure 

75.115 

Series  2001  Ul  Integrate 

107,850 

Series  2001 A  Utility  Infrastructure 

74,080 

Series  2001 B  Utility  Infrastructure 

56.900 

Other  Capital  Leases 

5.716 

NET  PRESENT  VALUE 

$ 

355,551 

As  of  June  30,  2002,  future  minimum  lease  payments  under  capital  leases  are  as  follows: 


^^m 

(in  thou 

sands) 

2003 

$ 

27,217 

2004 

26.205 

2005 

36,354 

2006 

36.064 

2007 

35.486 

2008-2012 

177.893 

2013-2017 

103,901 

2018-2022 

97,091 

Total  minimum 

lease 

payments 

540.211 

Amount  representing 

interest 

(184,660) 

NET  PRESENT  VALUE 

$ 

355,551 

The  University  entered  into  a  purchase  contract  during  fiscal  year  1995  to  purchase  a  firm  supply  of  natural  gas  over 
the  next  ten  years.  The  contract  is  classified  as  a  prepaid  expense  in  the  Statement  of  Net  Assets.  The  future  mini- 
mum payments  under  the  contract  at  June  30,  2002  are  as  follows: 




FUTURE  MINIMUM  PAYMENTS 

UNDER  THE  NATURAL  GAS  CONTRACT 

(in  thousands) 

2003 

$ 

3,631 

2004 

3,627 

2005 

6.616 

Total  minimum  lease  payments 

13,874 

Amount  representing  interest 

(1,389) 

NET  PRESENT  VALUE 

$ 

12,485 

Interest  of  $774,000  was  paid  on  this  purchase  contract  during  the  year  ended  June  30,  2002. 

The  University  monitors  environmental  matters  and  records  on  estimated  liability  for  identified  environmental 
remediation  costs.  The  estimated  liability  at  June  30,  2002  is  $7,299,000. 

The  University  also  leases  various  buildings  and  equipment  under  operating  lease  agreements.  Total  rental  expense 
under  these  agreements  was  $  10,833,000  for  the  year  ended  June  30,  2002.  The  future  minimum  lease  payments 
(excluding  those  leases  renewed  on  an  annual  basis)  at  June  30,  2002  are  as  follows: 
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FUTURE  MINIMUM 

OPERATING  LEASE  PAYMENTS 

(in  thousands) 

2003 

$ 

8,093 

2004 

5,724 

2005 

3,186 

2006 

2,237 

2007 

750 

2008-12 
TOTAL 

870 

$ 

20,860 

At  June  30,  2002,  the  Foundation  had  annuities  payable  outstanding  of  $46,399,000.  Annuities  payable  represent  an 
actuarial  computation  of  the  present  value  of  future  payments  to  annuitants. 


NOTE  9  -  NET  ASSETS 

As  discussed  in  Note  1  to  the  financial  statements,  the  Entity  adopted  new  standards  for  external  reporting  purposes, 
which  require  net  assets  to  be  classified  for  accounting  and  reporting  purposes  into  one  of  four  net  assets  categories 
according  to  externally  imposed  restrictions.  The  following  tables  include  detail  of  the  net  asset  balances  for  the 
University  and  the  Foundation  including  major  categories  of  restrictions  and  internal  designations  of  unrestricted 
funds. 


MET  ASSETS  -  UNIVERSITY 

(in  thousands) 


Invested  in  capital  assets,  net  of  related  debt 
Restricted  -  nonexpendable 

Invested  in  perpetuity  to  produce  income 
expendable  for  scholarships,  fellowships 
and  research 
Restricted  -  expendable  for  - 

Scholarships,  fellowships  and  research 
Loans 

Medical  service  plan 
Retirement  of  indebtness 
Unrestricted 
Designated  for: 
Auxiliary 
Hospital 
Capital  projects 
Self  supporting  activities 
Institutional  support 
Quasi  endowments 
State  budget  reduction 

Amount  expected  to  be  financed  in  future  years 
Undesignated 
TOTAL 


$    1,503.174 


26,177 

165,798 
72,953 
29,309 
25,287 


29,284 

35,884 

70,569 

9,785 

84,534 

108,146 

9,156 

(189.103) 

9,059 

$     1.990,012 


NET  ASSETS  -  FOUNDATION 

(in  thousands) 

Invested  in  capital  assets,  net  of  related  debt 

$ 

2,590 

Restricted  -  nonexpendable 

Invested  in  perpetuity  to  produce  income 

expendable  for  scholarships,  fellowships 

and  research 

464,758 

Restricted  -  expendable  for  - 

Scholarships,  fellowships  and  research 

272,672 

Unrestricted 

8,597 

TOTAL 

$ 

748,617 

NOTE  10  -  FUNDS  HELD  IN  TRUST  BY  OTHERS 

The  University  and  Foundation  are  income  beneficiaries  of  several  irrevocable  trusts  which  are  held  and  adminis- 
tered by  outside  trustees.  The  University  and  Foundation  have  no  control  over  these  funds  as  to  either  investment 
decisions  or  income  distributions,  thus  the  principal  is  not  recorded  in  the  accompanying  financial  statements.  The 
fair  value  of  these  funds  at  June  30,  2002  and  the  amount  of  income  received  from  these  trusts  during  the  year  then 
ended  were  as  follows: 


S  HELD  IN  TRUST  BY  OTHERS 

(in  thousands) 

University  Foundation 


Fair  value  of  funds  held  in  trust  by  others  $ 

Income  received  from  funds  held  in  trust  by  others      $ 


16,597  $  21,950 


660  $ 
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NOTE  1 1  -  STATE  UNIVERSITIES  RETIREMENT  SYSTEM 

The  Entity  contributes  to  the  State  Universities  Retirement  System  of  Illinois  (SURS),  a  cost-sharing  multiple-em- 
ployer defined-benefit  pension  plan  with  a  special  funding  situation  whereby  the  State  of  Illinois  makes  substan- 


dally  all  actuarially  determined  required  contributions  on  behalf  of  the  participating  employers.  SURS  was  estab- 
lished July  21,  1941 ,  to  provide  retirement  annuities  and  other  benefits  for  staff  members  and  employees  of  the  State 
universities,  certain  affiliated  organizations,  and  certain  other  State  educational  and  scientific  agencies  and  for  survi- 
vors, dependents,  and  other  beneficiaries  of  such  employees.  SURS  is  considered  a  component  unit  of  the  State  of 
Illinois'  financial  reporting  entity  and  is  included  in  the  State's  financial  reports  as  a  pension  trust  fund.  SURS  is 
governed  by  Section  5/15,  Chapter  40,  of  the  Illinois  Compiled  Statutes.  SURS  issues  a  publicly  available  financial 
report  that  includes  financial  statements  and  required  supplementary  information.  That  report  may  be  obtained  by 
writing  to  SURS,  1901  Fox  Drive,  Champaign,  IL  61820  or  by  calling  1-800-275-7877. 

Eligible  emplovees  must  participate  upon  initial  employment.  Employees  ate  ineligible  to  participate  if  (a)  employed 
after  having  attained  age  68;  (b)  employed  less  than  50%  of  full-time;  or  (c)  employed  less  than  full-time  and  attending 
classes  with  an  employer.  Of  those  Entity  employees  ineligible  to  participate,  the  majority  are  students  at  the  University. 

SURS  provides  retirement,  disability  and  death  benefits.  Members  are  eligible  for  normal  retirement  at  any  age  after 
35  years  of  service,  at  age  60  after  8  years  of  service  or  at  age  62  after  5  years  of  service.  There  are  also  provisions  for 
early  retirement.  Retirement  benefits  are  based  on  certain  formulas  that  generally  are  a  function  of  years  of  service 
and  the  average  salary  based  on  the  highest  earnings  of  any  four  consecutive  years.  Disability  benefits  are  paid  to 
disabled  members  with  two  years  of  covered  service,  generally  at  50%  of  basic  compensation  until  the  total  benefits 
paid  equal  50°  o  of  the  total  earnings  in  covered  service.  Death  benefits  are  payable  to  survivors  of  an  active  member 
with  one  and  one  half  years  of  covered  service  or  of  a  former  member  with  ten  years  of  covered  service.  These 
benefits  are  payable  until  children  attain  the  age  of  18,  to  a  spouse  after  age  50  and  to  a  dependent  parent  after  age  55. 
Benefits  are  equal  to  the  retirement  contributions  and  interest,  a  lump  sum  payment  of  $1,000,  and  a  monthly  annuity 
equal  to  a  portion  of  the  accrued  normal  retirement  benefit  based  on  specified  formulas. 

Plan  members  are  required  to  contribute  8.0%  of  their  annual  covered  salary  and  substantially  all  employer  contribu- 
tions are  made  by  the  State  of  Illinois  on  behalf  of  the  individual  employers  at  an  actuarially  determined  rate.  The 
current  rate  is  10.17%  of  annual  covered  payroll.  The  contribution  requirements  of  plan  members  and  employers  are 
established  and  may  be  amended  by  the  Illinois  General  Assembly.  The  University's  contributions  to  SURS  for  the 
years  ended  June  30, 2002, 2001,  and  2000  were  $123,613,000,  $116,588,000  and  $109,605,000,  respectively,  equal  to  the 
required  contributions  for  each  year.  The  Foundation's  contributions  to  SURS  for  the  years  ended  June  30, 2002, 2001, 
and  2000  were  $383,870,  $338,920,  and  $312,429,  respectively. 

Entity  employees  hired  prior  to  April  1,  1986  are  exempt  from  contributions  required  under  the  Federal  Insurance 
Contribution  Act.  Employees  hired  after  March  31,  1986  are  required  to  contribute  1.45%  of  their  gross  salary  for 
Medicare.  The  Entity  is  required  to  match  this  contribution. 

Employees  may  also  elect  to  participate  in  certain  tax-sheltered  retirement  plans.  These  voluntary  plans  permit 
employees  to  designate  a  part  of  their  earnings  into  tax-sheltered  investments  and  thus  defer  federal  and  state  in- 
come taxes  on  their  contributions  and  the  accumulated  earnings  under  the  plans.  Participation  and  the  level  of 
employee  contributions  are  voluntary.  The  employer  is  not  required  to  make  contributions  to  these  plans. 

NOTE  12  -  POSTEMPLOYMENT  BENEFITS 

In  addition  to  providing  pension  benefits,  the  State  provides  certain  health,  dental  and  life  insurance  benefits  to 
annuitants  who  are  former  State  employees.  This  includes  annuitants  of  the  Entity.  Substantially,  all  State  employ- 
ees, including  the  employees  of  the  Entity,  may  become  eligible  for  postemployment  benefits  if  they  eventually 
become  annuitants.  Health  and  dental  benefits  include  basic  benefits  for  annuitants  under  the  State's  self-insurance 
plan  and  insurance  contracts  currently  in  force.  Life  insurance  benefits  for  annuitants  under  age  60  are  equal  to  their 
annual  salary  at  the  time  of  retirement;  life  insurance  benefits  for  annuitants  age  60  and  older  are  limited  to  $5,000  per 
annuitant. 

Currently,  the  State  does  not  segregate  payments  made  to  annuitants  from  those  made  to  current  employees  for  health, 
dental  and  life  insurance  benefits.  The  cost  of  health,  dental  and  life  insurance  benefits  is  recognized  on  a  pay-as-you-go 
basis.  These  costs  are  funded  by  the  State  except  for  certain  non-appropriated  funds  funded  by  the  University. 

NOTE  13  -  COMMITMENTS  AND  CONTINGENCIES 

At  June  30,  2002  the  University  had  commitments  on  various  construction  projects  and  contracts  for  repairs  and 
renovation  of  facilities  of  approximately  $62,318,000. 

The  University  receives  monies  from  federal  and  state  government  agencies  under  grants  and  contracts  for  research 
and  other  activities.  The  costs,  both  direct  and  indirect,  charged  to  these  grants  and  contracts  are  subject  to  audit  and 
disallowance  by  the  granting  agency.  The  University  believes  that  any  disallowances  or  adjustments  would  not  have 
a  material  effect  on  the  University's  financial  position. 


I  he  University  also  receives  monies  under  third-party  payor  arrangements  for  payment  of  medical  services  rendered 
at  its  hospital  and  clinics.  Some  of  these  arrangements  allow  for  settlement  adjustments  based  on  costs  and  other 
factors.  The  University  believes  that  any  adjustments  would  not  have  a  material  effect  on  the  University's  financial 
position. 

The  University  is  a  defendant  in  a  number  of  legal  actions  primarily  related  to  medical  malpractice.  These  legal 
actions  have  been  considered  in  estimating  the  University's  accrued  self-insurance  liability.  The  total  of  amounts 
claimed  under  these  legal  actions,  including  potential  settlements  and  amounts  relating  to  losses  incurred  but  not 
reported,  could  exceed  the  amount  of  the  self-insurance  liability.  In  the  opinion  of  the  University's  administrative 
officers,  the  University's  self-insurance  liability  and  limited  excess  indemnity  insurance  coverage  from  commercial 
carriers  are  adequate  to  cover  the  ultimate  liability  of  these  legal  actions,  in  all  material  respects. 


NOTE  14  -  OPERATING  EXPENSES  BY  NATURAL  CLASSIFICATION 

Operating  expenses  by  natural  classification  for  the  year  ended  June  30,  2002  for  the  University  and  the  Foundation 
are  summarized  as  follows: 


UNIVERSITY 

YEAR  ENDED  JUNE  30,  2002 

Compensation 
and  benefits 

Supplies  and 
services 

Scholarships  and 
fellowships 

Depreciation 

Totai 

(in  thousands) 

Instruction 

$        518,293 

$         87,990 

$           4,516 

$ 

$       610,799 

Research 

290,553 

175,023 

6,702 

472,278 

Public  service 

141,396 

137,434 

3,463 

282,293 

Academic  support 

114,093 

106,982 

2,827 

223,902 

Student  services 

41,801 

25,547 

2,377 

69,725 

Institutional  support 

106,157 

37,595 

438 

144,190 

Operations  and  maintenance  of  plant 

66,212 

96,220 

162,432 

Student  aid 

97,757 

1,317 

26,304 

125,378 

Payments  on  behalf  of  the  University 

256,038 

256.038 

Auxiliary  enterprises 

68,986 

115,661 

(7,002) 

177,645 

Hospital  and  medical  activities 

155,465 

136,702 

4 

292,171 

Independent  operations 

1,681 

6,378 

8.059 

Depreciation 

TOTAL  OPERATING  EXPENSES 

132,969 

132,969 

$     1,858,432 

$        926,849 

$          39,629 

$ 

132,969 

$    2.957,879 

FOUNDATION 

Distribution  on 

behalf  of  the            Institutional 
University                support 

(in  thousands) 

Depreciat 

ion 

Total 

Salaries  and  benefits 

$                          $ 

8,127 

$ 

$ 

8,127 

Distributions  on  behalf  of  the  University 

Printing 

Travel 

127,580 

917 
685 

127,580 
917 
685 

Equipment 

Meeting,  conferences  and  special  events 

346 
564 

346 
564 

Supplies  and  other 

1,267 

1,267 

Depreciation 
Actuarial  adjustments 
Interest  on  indebtness 
TOTAL  OPERATING  EXPENSES 

981 
323 

36 

36 
981 
323 

$        127,580         $ 

13,210 

$ 

36 

$ 

140.826 

NOTE  15  -  SEGMENT  INFORMATION 

The  following  financial  information  represents  identifiable  activities  for  which  one  or  more  revenue  bonds  is  out- 
standing. The  Auxiliary  Facilities  System  is  comprised  of  University  owned  housing  units,  student  unions,  recre- 
ation and  athletic  facilities,  and  similar  auxiliary  service  units  including  parking.  The  Health  Sendees  Facilities  Sys- 
tem is  comprised  of  the  University  of  Illinois  Hospital  and  associated  clinical  facilities  providing  patient  care.  The 
VVillard  Airport  Facility  is  comprised  of  land,  hangars,  a  terminal  building,  parking  lots,  runways,  and  related  apron 
areas. 


(in  thousands) 


AUXILIARY 

FACILITIES 

SYSTEM 


HEALTH 
SERVICES 
FACILITIES 

SYSTEM 


LIABILITIES: 

Current  liabilities 
Noncurrent  liabilities 
Long  term  debt 
Other  liabilities 


$      45,241 


$      34,777 


475,099 
5,983 


71,070 


20.129 


TOTAL  LIABILITIES 


526,323 


125,976 


WILLARD 
AIRPORT 
FACILITY 


Condensed  Statement  of  Net  Assets 

ASSETS: 

Current  assets 

$     218,954 

$       87,166 

$ 

3,199 

Noncurrent  assets 

Capital  assets,  net  of  accumulated  depreciation 

366,065 

180,980 

29.115 

Other  noncurrent  assets 

21,423 

2.333 

27 

TOTAL  ASSETS 

$    606,442 

$    270,479 

$ 

32,341 

$         1,276 


1,401 


2,677 


45 


NET  ASSETS: 

Invested  in  capital  assets,  net  of  related  debt 
Restricted 

Expendable 
Unrestricted 
TOTAL  NET  ASSETS 


1,824 


108,619 


22,233 


56,062 
80,119 


35,884 
144,503 


27,542 


509 


1.613 
29,664 


TOTAL  LIABILITIES  AND  NET  ASSETS 


$    606,442 


$    270,479 


Condensed  Statement  of  Revenues,  Expenses 
and  Changes  in  Net  Assets 


Net  assets,  beginning  of  year  -  as  restated 


71,516 


134,622 


$       32,341 


Operating  revenues 

S     192,823 

$     378,572 

$         2,215 

Operating  expenses 

179,473 

376,371 

4,103 

Operating  income  (loss) 

13,350 

2,201 

(1,888) 

Nonoperating  revenues  (expenses) 

(4,747) 

5.782 

616 

Capital  and  endowment  additions 

1.002 

Other 

1,898 

Increase  (decrease)  in  net  assets 

8,603 

9,881 

(270) 

Net  assets,  beginning  of  year  -  as  previously  reported 

253,838 

146,140 

50,076 

Cumulative  effect  of  change  in  accoi 

jnting  principles 

(182,322) 

(11,518) 

(20,142) 

29,934 


NET  ASSETS,  END  OF  YEAR 


$      80,119 


$     144,503 


$      29,664 


Condensed  Statement  of  Cash  Flows 

Net  cash  flows  provided  by  operating  activities                 $ 

34,179 

$       17,377 

$ 

618 

Net  cash  flows  provided  by  noncapital  financing  activities 

3,260 

4,137 

573 

Net  cash  flows  provided  (used)  by  capital  and 
related  financing  activities 

18,940 

(18.379) 

(25) 

Net  cash  flows  provided  (used)  by  investing  activities 

(44,515) 

3,466 

(643) 

Net  increase  in  cash  and  cash  equivalents 

11,864 

6,601 

523 

Cash  and  cash  equivalents,  beginning  of  year 


47.495 


12,636 


1,584 


Cash  and  cash  equivalents,  end  of  year 


$      59,359 


$      19,237 $~ 


2,1 


oT 


NOTE  16  -  UNIVERSITY  RELATED  ORGANIZATIONS 

The  entity's  financial  statements  include  the  activity  of  the  University  Related  Organizations  which  represent  the 
discretely  presented  component  units.  Below  are  condensed  financial  statements  by  organization: 


(in  thousand' 


FOUNDATION 


ALUMNI 
ASSOCIATION 


UIHMO 


WWT 


Condensed  Statement  of  Net  Assets 


_ 


TOTAL 


ASSETS: 


Current  assets 

$       41,224 

$ 

1,799 

$ 

$ 

658 

$     43,681 

Noncurrent  assets 

Capital  assets,  net  of  accumulated  depreciation 

10,438 

903 

11,341 

Other  noncurrent  assets 

833,494 

11,182 

844,676 

TOTAL  ASSETS 

$     885.156 

$ 

12,981 

$ 

$ 

1.561 

$  899,698 

LIABILITIES: 

Current  liabilities 
Noncurrent  liabilities 


$       90,888 


335 


$  217 


NET  ASSETS: 

Invested  in  capital  assets,  net  of  related  debt 
Restricted 


2,590 


903 


Operating  income  (loss) 
Nonoperating  revenues  (expenses) 
Contributions  to  endowments 


(366) 

(32,197) 

41,273 


18 
(529) 


(4) 
(1,965) 


(1,485) 
14 


Net  assets,  end  of  year 


$    748,617 


$       12,606 


$      (4,016) 


Condensed  Statement  of  Cash  Flows 

Net  cash  flows  provided  (used)  by  operating  activities        $       1 8,892 

Net  cash  flows  provided  (used)  by  noncapital 

financing  activities  41,274 


294 


S    (185) 
(3.060) 


$   (1 .046) 


$  91.440 


Long  term  debt 

5,360 

5,360 

Other  noncurrent  liabilities 

45,651 

40 

45,691 

TOTAL  LIABILITIES 

136,539 

375 

5,577 

142,491 

3,493 


Nonexpendable 

464,758 

464,758 

Expendable 

272,672 

90 

272,762 

Unrestricted 

8,597 

12,516 

(4,919) 

16,194 

Total  net  assets 

748,617 

12,606 

(4,016) 

757,207 

TOTAL  LIABILITIES  AND  NET  ASSETS 

$ 

885.156 

$ 

12,981 

$ 

$ 

1.561 

S  899.698 

Condensed  Statement  of  Revenues,  Expenses 
and  Changes  in  Net  Assets 

Operating  revenues 

$ 

140,460 

$ 

6.696 

$ 

5,333 

$ 

2,850 

$  155.339 

Operating  expenses 

140,826 

6.678 

5,337 

4.335 

157,176 

(1.837) 

(34,677) 

41,273 


Increase  (decrease)  in  net  assets 

8,710 

(511) 

(1 ,969) 

(1,471) 

4,759 

Net  assets,  beginning  of  year  -  as  previously  reported 

741,131 

13,121 

1,969 

(2,273) 

753.948 

Cumulative  effect  of  change  in  accounting  principles 

(1 ,224) 

(4) 

(272) 

(1,500) 

Net  assets,  beginning  of  year  -  as  restated 

739,907 

13,117 

1,969 

(2,545) 

752,448 

$  757,207 


$  17,955 
38,214 


Net  cash  flows  provided  (used)  by  capital 
and  related  financing  activities 

(218) 

7 

1,172 

961 

Net  cash  flows  provided  (used)  by  investing  activities 

(57.749! 

450 

(126) 

(57.425) 

Net  increase  (decrease)  in  cash  and  cash  equivalents 

2,199 

744 

(3,238) 

(295) 

Cash  and  cash  equivalents,  beginning  of  year 

5.575 

402 

3.238 

5 

9,220 

Cash  and  cash  equivalents,  end  of  year 

$         7,774 

$         1,146 

$ 

$                5 

$       8,925 

FOUNDATION 


ALUMNI 
ASSOCIATION 


UIHMO 


WWT 


Reconciliation  of  operating  revenues  (expenses) 
to  net  cash  provided  (used)  by  operating  activities: 

Operating  income  (loss) 

Adjustments  to  reconcile  net  income  (loss)  to  net 
cash  provided  (used)  by  operating  activities: 

On-behalf  payments  for  fringe  benefits 

Depreciation 

Changes  in  assets  and  liabilities: 

Receivable,  net 

Gift  property,  net 

Pledges  receivable,  net 

Prepaid  expenses  and  deferred  charges 

Other  noncurrent  assets 

Accounts  payable  and  accrued  expenses 


(366) 


480 
36 

3 

(131) 

17,000 


277 


(4) 


$       (1,485) 


542 


(307) 


31 

21 


41 

443 

(416) 


466 


(20) 


(25) 


18 


TOTAL 


$     (1,837) 


1,022 
502 


(324) 

(131) 

17,000 

16 

474 

(100) 


Deferred  revenue 

(11) 

(249) 

(260) 

Annuities  payable 

1,674 

1,674 

Deposits  held  for  others 

(81) 

(81) 

Net  cash  provided  (used)  by  operating  activities 

$ 

18,892 

$ 

294 

$ 

(185) 

$ 

(1,046) 

$     17,955 

NOTE  17  -  CHANGE  IN  ACCOUNTING  PRINCIPLES 

The  changes  in  financial  statement  presentation,  as  required  by  GASB  Statement  No.  35,  require  recording  of  deprecia- 
tion on  capital  assets.  The  University  also  raised  the  threshold  above  which  capital  assets  are  recognized  and  deleted 
previouslv  recorded  capital  assets  with  a  cost  below  the  revised  threshold  and  revised  its  method  of  revenue  recognition 
for  grants  that  are  exchange  transactions  in  conjunction  with  the  adoption  of  GASB  Statement  35.  The  cumulative  effect 
of  adjusting  the  University's  and  the  Foundation's  net  assets  at  July  1, 2001  for  adoption  of  the  new  standard  is  as  follows: 
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Net  assets.  July  1 ,  2001 ,  as  previously  reported  $  3,81 9,670 

Cumulative  change,  principally  regarding  accounting  for  capital  assets        (1 ,904,758) 
Net  assets,  July  1 .  2001 .  as  restated  $  1,914,912 


FOUNDATION 

in  thousands 


Net  assets.  July  1 ,  2001 ,  as  previously  reported  $      741,131 

Cumulative  change,  principally  regarding  accounting  for  capital  assets  (1 ,224) 

Net  assets.  July  1 ,  2001 ,  as  restated  $      739,907 
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